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the volume I sincerely trust that the reader of the third 
edition of Clemson will gam a better understanding of the 
mechanism of the Business Machine. 
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work of revision from Horace A Gifford, F.C I S., Secretary, 
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Line Shipping Co., and the following members of my own 
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and A. Mclnnes, A L A.A., A I.S. A. 

J. D. C. MACKAY, FLA A. 
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PREFACE TO FIRST EDITION 


This work is addressed to the clerk in a merchant’s 
office, more especially to the clerk in the shipping depart- 
ment, and to the student who is preparing for the Higher 
Commercial Education Examinations of the London 
Chamber of Commerce. 

Recognizing the importance of Exchanges and Insurance, 
the London Chamber of Commerce has embodied these 
subjects in its syllabus under the style of “The Methods 
and Machinery of Business,” which has been adopted as a 
title to this book , and as Inland and Foreign Exchanges, 
Marine Insurance and The Stock Exchange are the subjects 
mainly chosen by students sitting for the examinations, 
they are dealt with m considerable detail It is hoped that 
the book may be found useful also to students of political 
economy, as the exchange of wealth is herein presented 
in a practical manner not often associated with works on 
political economy 

The author recognizes the great benefit the commercial 
youth derives from the labours of the Higher Education 
Committee of the London Chamber of Commerce, and 
particularly of its Chairman, Sir Albert K. Rollit, and 
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its Secretary, Mr. C E Town, to whom every education- 
alist m this country is greatly indebted, and but for whom 
these pages would never have been written His one 
desire has been to present the subjects to the student in 
a plain and practical manner 

H CLEMSON 

October, 1907 
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INLAND AND FOREIGN EXCHANGES 


CHAPTER I 

INTRODUCTION 

In early times exchanges were effected by barter. A 
man who produced a certain commodity in excess of his 
own needs sought to exchange his surplus for some other 
thing which he desired to possess, but could not produce. 
To effect such an exchange he had to seek some one who 
was not only willing to take his surplus, but who also 
possessed, and was ready to part with, the thing he desiied 
in exchange. The inconveniences of the system led to the 
adoption in different countries of a medium of exchange ; 
an article so serviceable that every one would accept it in 
exchange for his surplus products. In civilized countries 
metals were preferred to any other commodity, and these 
metals ultimately took the form of coins. Money thus 
became the general medium of exchange, and silver and 
gold almost the only metals of which the money was 

B 
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composed. The relative values of these two metals did not 
fluctuate greatly, until the discovery of silver in South 
America by the Spaniards altered it from 1 1 to i to about 
1 5 ^ to I, and the further discoveries of large supplies in 
the western states of the United States of America and in 
Mexico reduced its value, as compared with that of gold, 
to about 32 to I. Before this latter period, England had 
adopted a gold standard, and the violent fluctuations in the 
value of silver have since caused many other countries to 
do likewise 

The growth of commerce has completely outstripped the 
production of the precious metals, and the inconvenience and 
costliness of forwarding them from one place to Etnother 
has rendered necessary some forms of paper substitutes for 
gold and silver. Every country makes use in its inland 
exchanges, of bank-notes and cheques, and in its foreign 
exchanges, of bills of exchange. In England, more than 
in any other country, cheques form a preponderating part 
of our instruments of exchange, the cheques and bills pass- 
ing through the London Bankers’ Clearing House reaching 
a total of many millions of pounds per annum. 

The Foreigft Exchanges 

Meaning of “ Foreign Exchanges ^ — This term has two 
meanings. In one sense, it means the transactions by 
which different countries discharge their mutual indebted- 
ness. In the other sense, the term means merely the rate 
at which foreign bills of exchange payable in one country 
are bought and sold m another country. 

Currency . — The circulating medium with which a country 
conducts its trade is called its currency. It may be in 
metal, such as gold, silver, and copper ; or in paper, as bank- 
notes and cheques. Each country adopts a standard unit 
of currency. In British currency, for instance, the standard 
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unit is the £ sterling; in France, the unit is the fianc; in 
Germany, it is the mark ; and so on. 

Rate of Exchange , — This is the rate at which the 
currency of one countiy can be converted into that of 
another. One term of the rate of exchange is fixed, and 
the other fluctuates. Between Paris and London, for 
instance, the fixed term is the £ sterling, and the fluctuating 
term is the number of fiancs and centimes exchangeable 
for the £ sterling. Where quotations of rates are made, 
the rule is to state the fluctuating terms only, the fixed 
ones being understood. 

The London Market for foreign bills is at the Royal 
Exchange Bill-brokers and foreign bankers meet at the 
Royal Exchange on Tuesdays and Thursdays, in order to 
buy and sell foreign bills. The rates at which the bills 
have been bought and sold are then reported on a list 
called the “ London Course of Exchange,” which is pub- 
lished in most newspapers. 

Mint Par of Exchange . — ^Where countries adopt a gold 
standard, their ''gold” coins are composed of pure gold 
and alloy. Gold alone is too soft for coinage purposes, 
and alloy is therefore added to make the coins durable. 

The currency law of Britain requires that the “ gold ” 
coins be ’made of 1 1 parts of pure gold to i part of alloy, 
t.e. that the sovereign be fine, or 22 carat. Foreign 
“gold” coins, however^ are mostly fine. Thus there is 
no uniform ratio of the constituents of the “gold ” coins of 
various countries. Yet, since the coinage laws of the 
different countries fix the weight of pure gold put into 
each coin, it is possible to ascertain the relative values of 
the “gold ” coins of these different countries. The British 
sovereign, for instance, is found to contain the same 
quantity of pure gold as 25-22 francs of French “gold” 
com, or 4*87 dollars of American “ gold ” coin. This exact 
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equivalent of the gold coin of one country to the gold coin 
of another, is termed the Mint Par of Exchange between 
these countries. 

It is obvious that a Mint Par of Exchange can be 
established between two countries only when they use the 
same standard. Two countries having a gold standard, or 
two having a silver standard, can set up a Mint Par of 
Exchange for gold and silver respectively. But there can 
be no Mint Par of Exchange between a country having a 
gold standard only, and another having a silver standard 
merely, because the price of silver fluctuates from time to 
time. 

Gold or Specie Points, — Rates of Exchange may vary 
from day to day. There is, however, a limit to these 
variations where the countries have a gold standard. The 
rates may rise above, or fall below, the mint par, but not 
to an extent (except for a very brief period) greater than 
the cost of transmitting gold. It is more economical and 
convenient to buy a bill on Paris than to send sovereigns, 
whether the rate be at 25*22^ or 25'i5. To ascertain the 
point at which it is as cheap to send gold as to buy a bill, 
add together the costs of packing, conveyance, and insur- 
ance between London and Paris (10 centimes per £ 
sterling), and deduct that from the mint par. Conversely, 
to establish the point at which the French Merchants may 
as cheaply forward us gold as buy a bill on London, add 
10 centimes per £ to the mint par. These two points in 
the Exchange aie called respectively, the outgoing gold or 
specie point and the incoming gold or specie point. 

Illustration. — A London merchant has to remit ;£io, 000 to Pans 
when the rate for sight bills on Pans is 25*10 and gold point is 25*22! 
{a) By Bill . Merchant may exchange a draft of ^io,ooo for 
251,000 francs 

(i 5 ) By Gold. Merchant may obtain ;^io,ooo in sovereigns and 
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send them to Paris, where the Bank will exchange them 
foi 252,225 francs. From this, howevei-, he must deduct 
1000 francs for carriage, etc., of the gold at 10 centimes 
per leaving 251,225 francs. 

The merchant would therefore save 225 francs by trans- 
mitting the gold instead of the draft. 

Favoitrahle and Unfav^t.7'ahle Rates of Exchange 

A country has to pay for the value of goods it imports 
and receives payment for the value of its exports, and 
many have been led to the belief that if the former exceed 
the latter, the difference must be paid in gold. A glance 
at the Board of Trade Returns will show that Great 
Britain’s imports are in excess of her exports to so large 
an extent, that the payment of the balance in gold would 
be an impossibility, and that she must have some other 
means of settlement 

Great Britain is a large carrying nation, her mercantile 
marine annually earning approximately 100, 000, 000 in 
carrying passengers and merchandise from one country to 
another ; and she is also a creditor nation, having invested 
immense sums in the colonies and foreign countries, and 
being due to receive very many millions sterling by way 
of interest on those investments. Instead of receiving 
payment for these and other items of income in gold, she 
receives imports in excess of exports ; receives goods 
instead of gold. Every country which is either a carrying 
or a creditor country can, and generally does, import more 
than she exports. 

On the other hand, a country which does not carry, 
and is a debtor nation, must either export more than she 
imports or become deeper in debt. 

It is not altogether to the balance of trade between 
England and another country that we look for an index of 
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the rate of exchange, but rather 'to the debts of each to 
the other which are due for immediate payment If the 
total payment to be made by England to France at a given 
period be the same as that due from France to England, 
the rate of exchange will be found to be about par (25*22^). 
Any considerable departure from that equilibrium will cause 
the rate to become unfavourable to the country owing the 
balance. If England have to pay France 4, 000, 000 and 
France to pay England 3,000,000, the bills of exchange 
representing these transactions cannot be set off against 
each other entirely ; there will be a balance of 1,000,000 
due from England to France for which there are no 
coriesponding bills, and unless the holders of these 
£ 1,000,000 bills due in London can find bills for a similar 
amount due m Paris, they may have to forward gold to 
France ; in which casp, owing to the cost of transmission, 
they will be receiving an equivalent of only Francs 25 *121 
for a sovereign, rather than which they will offer to buy 
bills at a rate below par, but above gold point. 

Example — H. Floret & Cie. is a large financial house having 
branches in Pans and London. It buys and sells bills. In London 
It has bought bills which aie now due for payment in Pans to the 
extent of 1,000,000 francs, or say ;^4o,ooo , whilst in Pans it has 
bought bills on London for £()ofioo. This means that the Pans 
branch has paid ^^90,000 which will be collected by the London 
branch, but the Londpn bianch has only paid ;^4o,ooo to be collected 
in Paris ; consequently the London balance is 50,000 greatei and 
the Pans balance proportionately smaller. Indeed, unless the London 
blanch can buy bills on Pans and send* them there for collection, it 
may have to send gold On one of the days set apart in each week 
for the meeting of hill brokers and others at the Royal Exchange 
(“ On ’Change ”), the London representative of PL Floret & Cie. will 
attend with the object of buying bills on Paiis to the extent of some 
;,^5o,ooo. If the demand be gi eater than the supply, prices will haiden, 
the late of exchange becoming lowei, or, to put it in plain words, 
biokers having bills on Paiis drawn m firancs, will give fewer francs for 
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pounds steiling Floret & Cie ’s representative may have to buy as 
low even as 25’i2|, below which he is not likely to buy, as it will be as 
dear a method as sending gold to Pans. On the other hand, if the 
supply of bills on Pans were greater than the demand, Floret & Cie.’s 
representative would be offeied bills on all hands, so that he will be 
able to buy above pai, but not above 25 32], as that is the point at 
which Pans may remit gold as cheaply as bills 

Besides this balance for immediate payment, there are 
other causes which influence the rates of exchange, one of 
the most important being the discount rates in the various 
countries If the country against which there is a balance 
for payment desire to protect its reserve of gold, it must 
offer some inducement to foreigners who are entitled to 
that gold to let it remain in the country ; and this it may 
do by offering better terms for lending money than obtain 
in the foreign country. The balance as between England 
and France may be greatly in favour of France, but if the 
discount rate in Pans be 3 per cent and in England $ per 
cent, French financial houses will probably not withdraw 
money from London, where it will earn 5 per cent., and 
take It to Paris, where it cannot earn more than 3 per cent 
Indeed, a very great difference in the discount rate may 
induce the country which has a balance in its favour, not 
only to abstain from withdrawing gold, but even to send 
further gold where it can be so profitably employed. There 
are, of course, countries which must always offer a high 
rate of interest because the principal is less secure, and the 
question of risk as well as interest has to be taken into 
account ; and it may be said that a slightly higher rate of 
interest with equal security will not always be a sufficient 
inducement to attract gold. But, generally, a considerable 
difference between the discount rates of two countries 
affording equal security, results in capital being transferred 
to the one which offers the higher rate of interest or 
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discount. The abnornnially high bank rate during the latter 
months of 1906 and eailier months of 1907 was the result 
of the determination of the Bank of England directors to 
arrest the outflow of gold from the country Not only did 
the South American Republics continue to absorb gold, 
but unusual demands were made upon the Bank for gold 
for exportation to Egypt, and particularly to the United 
States of America, as a consequence of the discounting of 
its finance bills in the London market. 

The bank rate is fixed by the directors of the Bank of 
England, and is the official rate of interest charged by that 
institution for the discounting of the best class of bills, but 
as only a small proportion of bills are taken to the Bank 
of England for discounting, a rise m the bank rate would 
not of itself greatly affect the market rate of money in 
London. The other bankers are, however, affected by 
such a rise, because the money placed with them by their 
customers on deposit bears interest at a rate which varies 
with the bank rate, being generally per cent, below 
that rate. Since, then, an increased bank rate necessitates 
their payment of a larger sum by way of interest on 
deposits, the bankers must, to preserve their profits, raise 
the rate of interest on their loans and on bills discounted. 
In London there is another avenue open for discounting 
bills, very many of which find their way to a class of 
financiers known as bill brokers These people trade not 
alone on their own capital, but to a very large extent upon 
money borrowed from the London banks, and repay- 
able at short (a week^s or even a day’s) notice, and if 
they pay more for the money they borrow, they must 
perforce put up their rates for discounting bills , so 
that a rise in the bank rate would, under ordinary con- 
ditions, occasion an increased market rate, and money 
in London would secure a better return of interest, 
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which, if of a sufficiently pronounced character, would 
induce gold to flow into the London market from 
abroad. 

With Fiance, Germany, Holland, Belgium, Italy, Austria, 
and most European countries the rate of exchange is 
quoted in their currency both there and in London, so 
that it has come to be stated as an axiom that in 
London, “ Low rates are against us and high rates are for 
us.” This is only true of those countries in respect of 
which London quotes in their currency, and not countries, 
as Russia, Spain, India, Japan, China, etc., where the 
London quotation is m pence. A high rate of ex- 
change on these countries is in their favour, and a low 
rate favourable to London. It is better, therefore, to 
remember that — 

{a) Low RATES ARE FAVOURABLE TO THE COUNTRY 
IN WHOSE CURRENCY THEY ARE QUOTED. 

{b) High rates are unfavourable to the country 

IN WHOSE CURRENCY THEY ARE QUOTED. 

Exampt fs 



Last quotation 

quotation 

Movement as affecting 
London 

Pans 

25 20 

1 25-19 

Unfavourable 

Berlin 

2043 

1 2044 

Favourable 

Genoa . 

25-16 

i 25 IS 

Unfa voui able 

New York 

4-85 

484 

Unfavourable 

Bombay 

i/ 4 | 

1/4 

Favourable 

Y okohama 

I 2/1 

2/l| 

Unfavourable 

Shanghai 

2I11 1 

1 2/loi 

Favourable 

St Petersbuig 

25 (pence) | 

! 24-1 

Favourable 


London quotes on New York in pence or in dollais, 
but America quotes on London in dollars only. 
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London quotes on St. Petersburg in pence to the 
rouble, but St. Petersburg quotes on London in roubles 
to ;^IO. 

London quotes on Spain in pence to the peso (the 
peseta is the Spanish money of account, and five pesetas 
equal one peso), but Spanish cities quote on London in 
pesetas to the £. 

In some countries, as Argentina, where an inconvertible 
paper money is in use, and has become depreciated in 
value, the depreciation is stated in the form of a rate of 
premium on gold. 

The rate of exchange for bills due on demand at sight 
(sight rate) between two near countries will be the same in 
each of them. If the sight rate quoted in London on Paris 
be 25'I9, that quoted in Paris on London must be the 
same, which is another way of stating that if 2519 francs 
will buy a bill in Paris for £ 100, so ;^ioo will buy a bill in 
London for 2519 francs 

Rates for bills other than at sight vary with their 
usance and the rate of interest in the country in which 
they are payable. With a sight rate of 25 19 in London 
on Pans, and a discount rate in Paris of 3 per cent, a 
three-months’ bill on Paris will be issued in London at the 
rate of 25*38. 

Sight rate .... . . 2S'ig 

Three months’ mlei est at 3 per cent, per annum * i g 

3538 

With the same sight rate, and a discount rate of 4 per 
cent, in London, a three-months’ bill on London will be 
issued in Paris at the rate of 24*93!. 

Sight late . . . . . 25 19 

Thiee months’ mteiest at 4 per cent, per annum '25 1 


2493I 
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Perplexing as this may appear at first, a little reflection 
will make it clear. A banker in London issuing a bill on 
Paris receives the sum in sterling at once, and if his Pans 
branch have to pay it at sight, he will give fewer francs for 
a stated number of pounds than if his Paris branch had 
not to pay the bill for three months. 

Example. — A mei chant of London pays ;!^iooo 
for a sight draft on Pans, at the late of 
2$ 19, receiving a draft for . . . . Frs 25,190 

Another merchant pays ;^iooo for a thiee- 
months’ draft on Pans, at the rate of 25*38, 
receiving a draft for Frs 25,380 

His agent m Pans discounts the draft, the rate 
of interest being 3 per cent, per annum. 

Three months’ interest at 3 per cent, per annum 

equals 190 

The cash value of the draft, therefore, is Frs 25,190 

Similarly, his Paris branch will issue a draft payable in 
London at three months for a fewer number of francs than 
if the bill were payable in London at once. The difference 
will be the rate of interest at the place of payment. The 
apparent confusion arises from the fact that the pound 
sterling is the unit in each case. Pay a pound at once, 
and agree to be repaid in francs three months hence, and 
you will get more francs than if you required immediate 
payment. Pay at once in francs for a pound, requiring 
that pound to be repaid thiee months hence, and you will 
pay fewer francs for it than if you required its immediate 
payment. 

Example. — ^A merchant in Pans wishing to 
remit ;!^iooo to London, buys a sight 
diaft at the rate of 25*19, paying therefoi 
25,190 francs, and receiving . . . ;^iooo 
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Another merchant buys a draft at three 
months, paying for it 25,190, and receiv- 
ing at the rate of 24*931 for 
His agent discounts it at the rate of 4 pei cent. 
Three months’ interest at 4 per cent, per 
annum equals 


loio 2 o 


10 2 


O 


The cash value of the draft is therefore £ 1000 o o 


It should be remembered that where a country quotes 
in its own currency, the long rate is lower than the sight 
rate, and where it quotes in the currency of the other 
country, the long rate is higher than the sight rate. 

Since the London quotations (as given under the 
heading of “ Course of Exchange ” in our press) are 
generally for long bills on Continental centres, whilst those 
centres quote for short bills on London, it may happen 
that a variation in the one is not accompanied by a corre- 
sponding variation in the other. The market discount rate 
may account for the difference in the long rate 

Example. — The following figures appeared m the January 

12, 1907 ; — 

“Course of Exchange (London) 

Berlin, three months Dec 27, 2085 — Jan. 3, 20'8r. 

Foreign Raies op Exchange on London. 

Berlin, shoit Dec. 27, 20 50^ — Jan. 3, 20 5 1 ” 

The market rate m Berlin had dropped g per cent. 

The rate for thiee-months’ bills had receded 0*04, or 
nearly ^ per cent., but the discount rate in Berlin ihad 
dropped | per cent, per annum, or about per cent, for 
three months, and the alteration in the long rate was due 
to this change Occasionally a deviation in the long rate 
may not be accompanied by a corresponding deviation in 
either the sight rate or the market rate, but be entirely due 
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to a decrease in the general credit of the country of pay- 
ment. At a time of serious unrest in another country, a 
London buyer of bills will take into consideration the risk 
as well as the interest, and the long rate for bills must be 
quoted to make some provision for that risk. 

Shortly, it may be said that the sight rate of exchange 
reflects — 

(a) The balance of payment between two countries, and 

(d) The relative value of coinage in those countries ; 
and the long rate is influenced by — 

(c) The market rate in the country of payment, and 

(d) The risk of a commeicial crisis there. 

Between countries having a gold standard, and others 
having a silver standard, the price of silver has a direct 
bearing upon the rate of exchange, and is an additional 
element to be taken into account; but there appears to 
be such a general effort to adopt a gold standard that 
probably this latter element will shortly be very limited in 
Its extent. 

So far, only bills of exchange and gold have been referred 
to as means whereby international indebtedness may be 
discharged, but a further means is supplied by securities. 
There are very many securities which are daily quoted on 
the London Stock Exchange and the principal Continental 
bourses. The cost of transmitting such securities, plus 
the brokerage, will probably be somewhat less than the 
cost of sending gold, hence there is a tendency to pay in 
securities when the rate of exchange approaches gold 
point. 

In addition to the so-called International securities, such 
as Argentine, Italian, Greek, Spanish, Brazil, Egyptian, 
Russian, and others, which are bought and sold here and 
on the Continent, there is a considerable Paris dealing in 
the shares of dozens of South African mining companies, 
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whilst American and Canadian railway stocks are quoted 
almost as freely in London as in New York, and large 
shipments of these classes of securities are fiequently made. 

A high bank rate in London must, however, affect the 
amount of speculation in these securities here, as it ensures 
a heavy contango or carry-over rate. 

The statement that “an unfavourable rate of exchange 
induces exports ” has probably caused as much difficulty 
to students as anything connected with the subject of 
foreign exchanges ; therefore an endeavour will be made 
to clear this point. 

Certain commodities of English and of foreign manu- 
facture possess a value which may fairly be described as 
stable. The London and Pans prices may differ only to the 
extent of the cost of transmission of the goods from one 
capital to the other. A rate unfavourable to London offers 
inducements to the Paris merchant to make his purchases 
here. With the rate at 25’25 he would pay Frs.25,250 
for ;i^riooo worth of goods, but when it has declined to 
Frs.25'i5, he can secure the same goods for Frs. 25,150, thus 
effecting a saving of P'rs.ioo. The difficulty has arisen in 
the mind of the student, because he has started with the 
assumption that the English merchant will not be anxious 
to sell ;^iooo worth of goods for Frs 25,150. He has lost 
sight of the fact that the English merchant receives ;^iooo, 
and that the Paris merchant can purchase a ;!£‘iooo sight 
draft on London for Frs.25,150. 

Hotv Exchanges are Adjusted , — The exchanges may be 
adjusted {a) by increasing the current rate of interest, {b) 
by increasing exports, {c) by diminishing imports, and {d) 
by reform of the currency if that has been depreciated. 

Long Rate and Short Rate . — The “ short rate " refers to 
bills having short terms to run, generally seven days or 
less. The '‘long rate,” on the other hand, applies to bills 
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with longer terms, so that allowance must be made fof dis- 
count, stamps, etc. 

Bills on London, — In normal times, London is a free 
market for gold, since bills drawn in sterling on London 
can be converted into gold by exchanging the bills for 
Bank of England notes, which are convertible into gold on 
demand. The place with the largest business has also the 
largest market for bills. Sterling bills on London, there- 
fore, are readily negotiated abroad, and the majority of 
foreign bills are drawn on London. 

Britain's Balance of Indebtedness. — The factors which 
principally affect Britain’s balance of indebtedness with 
any foreign country are : — 

Receipts for — 

(i) Exports of merchandise. 

(3) Freight earned by our ships , commissions drawn 
from our own entrepdt trade i^.e. at seaports 
through which exports and imports pass) ; interest 
on capital lent abroad, etc. Sums of this nature 
are termed invisible exports. They are omitted 
from the Board of Trade Returns, and, when 
added to the receipts for exports of goods, show 
that our exports considerably exceed our imports. 

Payments for — 

(1) Imports of merchandise. 

(2) Loans made to foreign countries. 

(3) Foreigners’ remittances to their own countries. 

(4) Expense of travelling abroad. 

Arbitration of Exchange. — Arbitration of exchange is 
the settlement of exchange operations by a creditor in one 
country drawing upon his debtor in another and forward- 
ing the bill to a person in a third country. For example, 
A. in London has a bill accepted by B. in Copenhagen, 
and forwards it to C. m Berlin to settle an account. C. 
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acts 'as arbitrator, receives the money from B., and 
credits A. 

London is the great clearing-house of the world. It 
has a rate of exchange with every country having an estab- 
lished commerce. London, moreover, is in normal periods 
a free market for gold. For these reasons bills on London 
are in greater demand than those of any other country. 
The American firm that ships goods to Russia draws a bill 
on its customer in sterling and “ Payable in London only.” 
So, also, the East Indian merchant drawing on his American 
customer adopts a similar plan. Bills of exchange repre- 
senting transactions between many different countries 
therefore come to London, where they are set-off against 
one another as in a clearing-house. While many foreign 
countries require no rate of exchange between each other, 
almost all must have one with London. 

Arbitrage . — Sometimes bills are bought in one centre 
and sold in another, so as to make a profit equal to the 
difference m the prices in the two centres. This business 
is called arbitrage. 

For example, if the sight or “ short ” rate in London on 
Paris were 25*25, while the rate of cheques, Pans on Lon- 
don, were 25*20, a profit might be made by arbitrage. The 
London merchant could buy a draft for 25,250 francs, pay- 
able at sight in Paris, and forward it for collection to his 
agent in Parii For the bill the London merchant pays 
;^looo, and hLs agent receives 25,250 francs. X'low, the 
Paris agent could, by paying 25,200 francs, obtain a cheque 
on London for £ 1000 and post it to his London principal 
for collection So the London merchant paid out £ 1000 
and received ;^iooo. The Paris agent, however, received 
25,250 francs and paid only 25,200 francs, making a profit 
of 50 francs. 
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Convet’sions . — 

ExAiMPLE f. —Convert 10,35 1 dollars into sterling at 4'87 dollars to 
the £. 


Since 4*87 dollars = 

4-87 

= ;i<^2 1 25*462 
= ^2125 gj. id . 


ro,35i 


Example 2. — Convert 45,480 milreis into sterling at 15 pennies 
per milreis. 

45,480 milzeis = 45,480 X 15 pennies 
_ ^^45,480 X 15 
240 

= ;!f 2842 lOJ. 


Note. — W here an approximate result is required, contracted 
multiplication and division may be used with advantage. 





CHAPTER II 

BILLS OF EXCHANGE— INLAND AND FOREIGN 

Definition , — According to the Bills of Exchange Act, 1882, 
a bill of exchange is — 

“ An unconditional order in writing, addressed by one person 
to another, signed by the person giving it, requiring the person to 
whom it IS addressed to pay on demand or at a fixed or deter- 
minable future time a sum certain in money to or to the order 0 
a specified person or to bearer.” 

Advantages . — The principal advantages of a bill are — 

1 Being a negotiable instrument, it can be transferred 

by the holder thereof in order to settle his own debts. 

2 It obviates the expense and risk of transmitting 

coin or notes. 

3. It is a legal acknowledgment of indebtedness, and 
the amount of the bill cannot usually be disputed. 

4 It can be discounted before its due date so as to 
provide working capital. 

Kinds of Bills . — There are two kinds : (i) Inland Bills 
and (2) Foreign BiUs. 

Where a bill is drawn and payable within the British 
Isles, or drawn within the British Isles upon some person 
resident therein, it is an Inland Bill. “ British Isles ” 
includes the Channel Isles and the Isle of Man. 

Any other bill is a Foreign Bill 

Form of Bill . — There is no statutory form of a bill of 
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exchange. The following is an example of an ordinary 
inland bill : — 

/NLAUD 8/LL Of £XC/fANC£:. 







Parties to a Bill, — The three parties to a bill are — 

{a) The Drawer, who writes out the bill, and to 
whom the money is owing. 

{h) The Drawee, on whom the bill is drawn. After 
acceptance of the bill, the drawee is termed the 
acceptor, 

{c) The Payee, to whom the money is to be paid. 

In the examples given, therefore, Barlow Brothers are 
the drawer, and R. Stevens the drawee and the payee. 

Important Requisites, — The order to pay must he uncon- 
ditional — The Bills of Exchange Act states that “ an order 
to pay out of a particular fund is not unconditional,” but 
that an “ unqualified order to pay, coupled with an indica- 
tion of a particular fund out of which the drawee is to 
reimburse himself, or a particular account to be debited 
with the amount, is unconditional.” Hence, “ Pay to F. 
King the sum of ;^5o from the proceeds of my sale ” is not 
unconditional, and is not permissible in a bill of exchange. 
But “Pay to F. King the sum of £^o, and deduct the 
amount from the proceeds of my sale of furniture,” is not 




20 


INLAND AND FOREIGN EXCHANGES 


conditional according to the Act, and is a bill of ex- 
change 

The Bill must he Payable on Demand or at a Fixed or 
Determinable Future Time. — “ On demand includes “ on 
presentation,” or ^‘at sight” The “determinable future 
time ” may be either a fixed period after date or sight, or 
the happening of a particular event which is certain to 
occur though the time of its occurrence may be uncertain, or 
it may be a fixed period after that happening. A bill 
payable “ on my death ” is, therefore, valid ; but an instru- 
ment payable “ on my marriage ” is not a bill, whether the 
event happens or not. 

The Amount of the Bill must be a Sum certain in Money 
— The bill may indicate that a sum is payable (i) with 
interest ; or (2) by specified instalments ; or (3) by 
specified instalments so that, failing the payments of any 
instalment, the whole amount shall become due ; or (4) 
according to a rate of exchange fixed in the terms of 
the bill or ascertainable by directions in the bill. Where 
interest is not stipulated, interest at 5 per cent, per annum 
from the due date of the bill is payable. If the amount 
stated in figures and that stated in words disagree the 
amount stated m words is taken as correct. 

Date, Place of Drawing, Place of Payment. — The 
lack of a date does not avoid a bill When the date is 
required to fix the time of payment any holder may 
insert it. Neither the place of drawing nor the place of 
payment must be mentioned, but it is usual to state 
them. 

“ Value Received.'^ — Those words are customarily inserted, 
but are not essential. A bill may be granted without 
consideration, as a gift. 

Stamp Duty. — Inland bills are subject to an ad valorem 
stamp duty at the following rates ; — 
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For any amount not exceeding j^io . . 2d. 

Exceeding but not above £2^^ . . id. 

M ;^25 „ „ ;^5o . . 6 d. 

, ;^50 „ „ £71 . . 9 d. 

£ 7 ^ » ;^ioo . . \s. 


For every 100, and for any fraction above that, the 
stamp duty is \s. 

Where, however, a bill is drawn on demand (and that 
includes a bill payable at sight or on presentation), or 
within three days after sight or date, the stamp duty in 
each case is 2d. 

Time of Payment^ and Days of Grace. — A bill dated 
20th April, payable at two months, is not due on 20th June, 
but on 23rd June Three days, named “days of grace,” 
are added to the nominal date of payment, and the bill is 
legally due and payable on the last day of grace. Where 
the last day of grace is a Sunday, Christmas Day, Good 
Friday, or a day appointed by Royal Proclamation as a 
public fast or thanksgiving day", the bill is payable on the 
preceding business day. But where the last day of grace is 
a banking holiday, or where the last day of grace is a 
Sunday and the preceding day a bank holiday, the due 
date is the succeeding business day. 

Days of grace are not allowed on bills payable on 
demand, or where phrases like “on 20th June fixed” are 
inserted. 

“ Months ” in a bill are calendar months. So bills drawn 
on 28th, 29th, 30th, or 31st December at two months would 
all mature nominally on 28th February, and legally on 3rd 
March (except in a leap year). 

Acceptance. — Since the bill orders the drawee to pay, it 
is the rule for the drawer or the payee to send the bill to ' 
him for acceptance. If the drawee agrees to the drawer’s 
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order, he wiites his signature on the face of the bill. The 
term “ accepted ” is customarily prefixed to the signature, 
but is not legally required. The effect is that the drawee 
becomes the acceptor , and the bill, previously a drafts is 
called an acceptance. 

Kinds of Acceptance — An acceptance is (pi) general, or (f) 
qualified. 

{ci) Where the acceptance assents without qualification to 
the drawer’s order, it is a general acceptance. 
iV) Where the acceptance varies the effect of the bill as 
drawn, it is a qualified acceptance. An acceptance 
is qualified which is — 

(1) Conditional, that is to say, which makes pay- 

ment by the acceptor dependent on the 
fulfilment of a stated condition ; 

(2) Partial, that is, an acceptance to pay part of 

the amount, for which the bill is drawn ; 

(3) Local, that is, to pay only at a specified place ; 

but an acceptance to pay at a specified place 
is a general acceptance, unless it expressly 
states that the bill is to be paid there only ; 

(4) Qualified as to time, eg. b. bill drawn at three 

months may be accepted at six months ; 

(5) The acceptance of one or more of the drawees, 

but not by all. 

The holder of a bill need not. take a qualified acceptance, 
and may treat it as dishonoured. 

Negotiable Instruments. — By custom and statute certain 
commercial documents have become negotiable. These 
documents enjoy special privileges because — 

(fi) Not only the possession but also the property in 
them IS transferred by delivery. 
if) A holder acquires a good title to the negotiable 
instrument provided he is a holder in dm course. 
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As regards a bill, a holder in due course “is a 
holder who has taken a bill, complete and regular 
on the face of it, under the following conditions, 
namely ; — 

(1) That he became the holder of it before it 

was overdue, and without notice that it had 
been previously dishonoured, if such was the 
fact ; 

(2) * That he took the bill in good faith and for 

value, and that at the time the bill was 
negotiated to him he had no notice of any 
defect in the title of the person who 
negotiated it ” (Bills of Exchange Act). 

(c) The holder can sue on them in his own name. 

Examples of negotiable instruments are bills of exchange, 
cheques, bank notes, promissory notes, coins of the realm, 
and dividend warrants. 

Negoiiation of a Bill. — A bill is negotiated when it is 
transferred so as to make the transferee the holder. 
Where a bill is payable to bearer, it is transferable by 
delivery , but when payable to order, it is transferable by 
indorsement and delivery. The negotiability of a bill 
continues until it is either discharged {e.g. by payment), or 
restrictively endorsed. 

Indorsement . — In order to be valid, an indorsement must 
be written by the indorser on the bill itself. The signature 
of the indorser suffices, and it may legally appear on either 
the front or the back of the bill. The indorsement on the 
back, howevei, is the more customary. 

Where the back of the bill is insufficient to contain all 
the indorsements of it, a slip of paper termed an allonge 
may be stuck to the back of the bill, ^nd additional 
indorsements inserted thereon. As a safeguard against 
fraud, the first indorsement thereafter should be written 
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partly on the bill and partly on the allonge. An indorse- 
ment on an allonge is legally deemed to be on the bill 
itself 

Kinds of Indorsements . — Indorsements may be (i) %n 
blanks (2) special^ or (3) restrictive. 

Where an indorsement is in blank, it specifies no 
indorsee. A bill so indorsed is payable to bearer. 

Where an indorsement is special, it mentions the person 
to whom, or to whose order, the bill is to be payable. 

A restrictive indorsement prohibits the further negotia- 
tion of the bill 

Thus “ pay X. or order ” is special, while “ pay X. only ” 
is restrictive 

Further, an indorsement may be "sans recours ” (without 
recourse). For example, an agent signing " sans recours ” 
thereby negatives personal responsibility on the bill. 

Lastly, an indorsement may be facultative. In this case, 
the indorser waives some or all of the holder’s duties 
An example is, " Pay X. or order ; notice of dishonour 
waived. — ■Y.” 

An indorsement must be for the whole bill, and not 
conditional or partial. The payer, therefore, may disregard 
any condition attached to the indorsement 

Circuity of Action . — ^When a bill is negotiated back to 
the drawer or to a prior indorser, or to the acceptor, such 
person may again negotiate the bill He cannot, however, 
enforce payment of the bill against an intervening party to 
whom he was previously liable. If, for example, A. draws 
a bill and indorses it over to B., B. indorses to C., and C. 
indorses it back to A., then A. can again negotiate the bill, 
but cannot enforce payment against B. or C. 

Liabilities of the Parties . — The principal debtor in the 
bill is the acceptor. Upon dishonour of the bill, the holder 
may proceed against the drawer and indorsers for payment, 
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/NDO/?S£M£NTS. 



his Bank. 



Robertson^ who fays it into his Bank. 



No S' Sfeaal indorsements. W. Robertson sends the bill 
to S. W. Adams, who pays it into his Bank. 
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No 4. Temple paid the bill to Robertson with blank indorsement, 
Robertson converted it into a speaal indorsement to S. W. 
Adams. Robertson's name does not appear on the hill. 



No. S’ Resiitctive indorsement. Temple indorses bill so that 
Robertson cannot pass it {negotiate it) to another person. 



has no claim against Temple if Cheque be dishonoured. 
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provided he has given them due notice of the dishonour. 
The holder may recover the amount of the bill from any 
one of them, or partly from one and partly from another. 
If an indorser pays the amount, he may recover it from the 
drawer or any prior indorser. 

Noting and Protest. — When an inland bill is dishonoured 
owing to non-acceptance or non-payment, it may be noted 
for the non-acceptance or non-payment. The noting is 
effected by a notary public. He copies the bill into his 
register, and writes the date, his charges, register folio and 
initials on the bill. He then presents the bill again for 
acceptance or payment. If the bill be dishonoured on this 
second presentation, the notary gums to it a noting 
“ticket/' which specifies the reason for dishonour and the 
amount of his charges. 

Protest is the written declaration made by the notary 
public against the non-acceptor or non-payer of a bill. A 
protest must contain a copy of the dishonoured bill, the 
notary's signature, the name of the person at whose request 
the bill is protested, and particulars of the place and date 
of protest, the reason for protesting the bill, the demand 
made, the answer given, or that the drawee or acceptor 
could not be found. 

The noting of an inland bill is not legally necessary to 
preserve recourse against the drawer or indorsers. Where, 
however, a foreign bill is dishonoured by non-acceptance 
or non-payment, it must be protested ; otherwise, the 
drawer and indorsers are discharged. 

Refe^'ee in Case of Need. — The drawer or any indorser of 
a bill may insert thereon the name of a person to whom 
the holder may refer in the event of dishonour. That 
person is termed a referee in case of need, but the holder of 
the bill need not refer to him unless he chooses. 

Acceptance for Honotir. — ^Where a bill has been protested 
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for dishonour by non-acceptance and the bill is not over- 
due, any person who is not already liable on that bill may, 
with the holder’s consent, intervene and accept the bill for 
the honour of the drawer or any indorser. Such an accept- 
ance, however, must be written on the bill and indicate 
that It is an acceptance for honour, and must be signed by 
the acceptor for honour. 

By accepting the bill, the acceptor for honour undertakes 
to pay the bill according to the terms of his acceptance, 
provided that it has been duly presented for payment and 
protested for non-payment, and that he receives notice of 
these facts. 

Payment for Honour . — Where a bill has been protested 
for non-payment, any person may intervene and pay it 
supra protest for the honour of any party liable thereon, or 
for the honour of the person for whose account the bill is 
drawn. Payment for honour must be attested by a 
notary. The effect of such a payment is to discharge all 
parties subsequent to the person for whose honour it is 
paid, but the payer for honour is subrogated for and 
acquires the rights and duties of the holder as regards the 
person for whose honour he pays and all parties liable 
to that person. 

Alterations of a Bill . — Where a bill is materially altered, 
all parties who were liable until the alteration are relieved 
of all liability. To this rule there is the exception that, if 
the alteration is not apparent, a holder in due course may 
treat the bill as if it had not been altered, so as to enforce 
payment of it according to its original tenor. Examples of 
material alterations are alterations of the date, the sum pay- 
able, the place of payment, and the time of payment. 

Lost Bill . — If a bill is lost before it is overdue, the 
person who was the holder may apply to the drawer for 
another bill of the same tenor. He must, if desired, give 
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the drawer security against loss in case the lost bill be found 
again and negotiated. If the drawer refuses to give a 
duplicate bill, he can be compelled to give it. 

Forgery , — A bill having a forged or unauthorized signa- 
ture conveys no title, even where the transferee was un- 
aware of the forgery. The transferee can nevertheless 
demand to be paid back the amount he paid to the trans- 
feror for the bill. 

Discharge of Bill . — A bill may be discharged as regards 
all parties — 

1. By payment made at or after maturity by or for the 
acceptor. But payment by the drawer or indorser does 
not extinguish the claim for repayment against the 
acceptor or previous indorsers. 

2. By circuity of action, when the acceptor becomes 
holder at or after maturity 

3 By the holder waiving his rights against the acceptor 
at or aftei' maturity, 

4. By intentional cancellation of the bill by the holder. 

Illustration of Bill Transactions.— Barlow Brothers, of 
London, have sold goods to the value of £go to R. Stevens, of Guild- 
ford, upon the condition that 2| per cent discount may be deducted 
if cash be paid promptly, or that thiee months’ credit may be taken 
and no discount allowed. R. Stevens elects to take three months’ 
credit. He will probably not sell the whole of the goods for some 
time, and may then sell them on credit, therefore it is an advantage to 
him to defer his payment for three months, even though by so doing 
he loses the oppoitunity of deducting per cent, discount. 

Although Barlow Brothers are content to take upon 
themselves any risk involved m this deferred system of 
payment, they are not so overburdened with capital that 
they can afford to leave all such debts open in their books. 
They therefore draw a bill upon R. Stevens, and forward 
it to him, with a request that he will “ accept ” it, and duly 
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return it to them. The bill will be written on paper 
bearing an impressed stamp, as illustrated. 

R. Stevens, having written his acceptance across the face 
of the bill, and notified that he wishes it presented for 
payment at his bankers, the L. & C. Bank, at its due 
date, returns it to Barlow Brothers. The latter firm thus 
becomes possessed, not of the money, but of a written 
promise to pay £70 on April 4 ; and they may now 
take the bill to their bankers, the L. & W. Bank, who 
will discount it for them upon their endorsing it. It may be 
that the bank will require interest at a rate of i per cent, 
above bank rate, and that Barlow Brothers discount it on 
January 4th. Assuming that the bank rate was 4 percent., 
the L. & W. Bank would place to the credit of Barlow 
Brothers the sum of £70, and to their debit the sum of 
17s. 6d, — 17s. 6d. being interest for three months at the rate 
of 5 per cent, on £70. It will be seen that R. Stevens is 
not required to pay for his purchases for three months, 
whilst Barlow Brothers are enabled to get immediate 
credit at their bankers ; they are, in fact, trading upon the 
resources of the bank 

When the bill becomes due on April 4th, the L. & W. 
Bank will cause it to be presented at the L. & C. Bank at 
Guildford for payment, and the L. & C. Bank will debit 
R. Stevens with £70 

Should the L.& C. Bank refuse to pay, because R. Stevens’ 
balance in their hands is less than £70, or for any other 
reason, the bill is said to be “ dishonoured ” and will be 
returned to the L, & W. Bank, who will debit Barlow 
Brothers’ account with the amount and hand the bill back 
to them. 

The position may be summed up thus — Barlow Brothers 
undertake the risk of their customer’s failure to pay at 
maturity (otherwise due date), the L. & W. Bank advancing 
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the money on the combined security of both parties. If, 
therefore, the bill be dishonoured, Barlow Brothers must 
re-pay the money advanced, and may take legal proceed- 
ings against R. Stevens for the recovery of the amount, 
the bill being evidence of the debt. 

Accommodation Bills 

Defimtion. — An accommodation bill is one put into 
circulation so as to procure money by discounting, the 
instrument itself not representing an exchange of values. 
Thus if X. asks Y. to accept a bill drawn by X. without 
any value having been given, and Y. does accept it, the 
bill is called an accommodation bill. 

Procedttre — Accommodation bills may be for the financ- 
ing of either drawer or acceptor, or for the accommodation 
of both. The accommodating party may sign as acceptor, 
drawer, or endorser. The accommodated party undertakes 
to pay the bill at maturity, and to indemnify the accom- 
modating party if the latter be compelled to pay the bill. 
An accommodation bill is discharged when it is paid in 
due course by the party accommodated, who is the 
principal debtor in the bill. 

Foreign Bills 

D^nition, — Any bill other than an inland bill is a foreign 
bill. Otherwise, it is sometimes defined as a bill drawn in 
one country and payable in another. 

Form of Bill. — No statutory form is prescribed. The 
following is a typical example ; — 

Bills in a Set. — It is customary to draw foreign bills in 
sets of three, called “vias.” Each via is numbered, and 
is payable only if the other two are unpaid. The bills 
are sent by different mails, so as to minimize the risk of 
loss and to obviate the consequent delay. The acceptance 
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must be written on one part only, and the discharge of one 
part avoids the other two. Sometimes, where the mail 
service is regular and reliable, a foreign bill is drawn as a 
so/a or single document. 

Foreign Bills in Sterling . — British merchants usually 
draw on their foreign customers in steiling at the rate of 
exchange on the date of the first London indorsement. 
The consequence is that the drawer obtains cash for the 
full amount of his invoice, irrespective of fluctuations in 
exchange. The foreign customer, on the other hand, 
stands to gam or lose according as the rate of exchange 
becomes favourable or unfavourable when he pays. 

Stamp Duty . — ^Where bills are drawn in the United 
Kingdom and payable abroad, or vice versd, the stamp duty 
is the same as on inland bills. But where foreign bills are 
drawn and expressed to be payable out of the United 
Kingdom, but are actually paid, indorsed, or negotiated in 
the United Kingdom, the stamp duty is — 

For any amount up to K 50 . . . . 6d. 

Exceeding £$ 0 , but not exceeding ;^ioo . 6d. 

Exceeding ;^ioo, 6d. for every ;^ioo or 
fraction thereof. 

Usance . — The customary time of payment of a foreign 
bill is termed a usance. The duration of a usance depends 
on the facilities for transmission of the bill, the distance 
between the countries, and the nature of the commercial 
deal. Between London and New York, for example, the 
usance is sixty days after sight. 

Sighting . — As a rule, a foreign bill is payable at a 
number of days “after sight.” The acceptor must con- 
sequently “ sight ” or date his acceptance, and the term of 
the bill begins at that date and not at the date when the 
bill was drawn. 


D 
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Trmtmmt of Foreign Bills. — Foreign bills are trans- 
mitted for acceptance and leturn, except wheie the foieign 
country is very near. Where the drawer has a creditor and 
a debtor in the foreign country, he draws the bill on the 
debtoi in favour of the creditor. The creditor procures the 
debtor’s acceptance and credits the drawer with the amount 
of the bill. Otherwise, if the drawer have no creditoi in 
the foreign country, he draws the bill payable to himself, 
indorses it, and discounts it at his bank. The agent of the 
bank then collects the amount of the bill from the debtor 
in the foreign country. Again, if the drawer be in good 
credit, he may sell the bill at the Royal Exchange, London. 

Noting and Protest. — In many foreign countries, noting 
and protest aie the only acceptable evidence of dishonour. 
Where, therefore, a foreign bill is dishonoured either by 
non-acceptance or by non-payment, it must be formally 
protested, or else the drawer and indorsers are discharged. 
Generally the law of the place where an act is to be per- 
formed is the law governing the validity of its performance ; 
notice of dishonour, for instance, would require to conform 
with the law of the country where dishonour occurs. 

Differences between Foreign and Inland Bills. 

(1) Foreign bills are generally drawn in sets of three, but 

inland bills are drawn singly. 

(2) Foreign bills may be issued before being stamped, 

whereas inland bills must be on duly stamped forms 
(except where the duty is "zdl) 

(3) It is customary to draw foreign bills at one or more 

usances ; inland bills, however, may be drawn at 
any chosen period. 

(4) A dishonoured foreign bill must be duly noted and 

protested, whereas the noting and protest of an 
inland bill aie optional (except where acceptance 
and payment are for honour). 
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Documentary Bills 

Definition— Docyxm&alcdxy bills are foreign bills having 
documents attached. The usual documents attached are 
the invoice, the bill of lading, the insurance policy, and 
occasionally a letter of hypothecation. 

The Use and Treatment of Documentary Bills. — Docu- 
mentary bills are chiefly used for the settlement of debts 
arising in the import and export trades. 

Where, as is usual, a banker discounts a foreign bill 
before its acceptance, he secures himself against the lisk 
by appropriating the shipping documents of title to the 
goods, for the sale or consignment of which the bill was 
drawn. The invoice is required for identification of the 
goods. The bill of lading confers on the banker a title to 
demand delivery of the goods from the shipping company. 
The insurance policy protects the banker against loss of the 
goods at sea. And the letter of hypothecation pledges 
the goods in security for the payment of the bill, so that 
the banker may realize the goods it the bill be not accepted 
or paid {i.c. dishonoured). 

The foreign bill being drawn in a set, the banker dis- 
patches the first copy (which alone is stamped) attached to 
the original documents, to his foreign agent at the destina- 
tion of the goods. The second of the set is sent by a later 
mail, but the third is Icept by the banker. The foreign 
agent, having received and stored the goods, approaches 
the drawee for the acceptance or payment of the bill. If 
the drawee complies, the agent transfers the documents to 
him, so that he may take possession of the goods. Where 
the drawee meets the bill before its due date, the bank 
allows him a rebate of a certain rate per cent, on the 
amount of the bill for the unexpired terra. • 
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Ftfiance BtUs 

Finance bills are bills drawn by one country upon 
another which do not represent a debt yet contracted, nor 
goods yet shipped. They are drawn in advance of the 
shipment, and are often long-dated bills. The object is to 
secure financial assistance before the goods are ready for 
export, and they may be quite legitimate when their 
character is known, the country of origin is one whose 
ports are closed to winter navigation, and the exportation 
of goods is sure to follow in time for their arrival in the 
country of payment before the bills fall due. They may, 
however, become an abuse where these conditions are 
not fulfilled, as in the case of the finance bills drawn by 
American banks upon their agents in London, accepted 
there, and discounted in the London market as bankers’ 
drafts, in order to secure a withdrawal of gold from the 
Bank of England for export to New York. 

Promtsso7y Notes 

Definition , — The Bills of Exchange Act defines a pro- 
missory note as — 

“ An unconditional promise in writing made by one person to 
another, signed by the maker, engaging to pay on demand or at 
a fixed or determinable futuie time, a sum certain in money to or 
to the order of a specified person or to bearer.” 

Form of P./N . — No statutory form for a P./N. is prescribed, 
and the usual construction of the document is as follows 
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Kinds of P./jY. — Promissory notes may be inland or 
foreign. Where a promissory note is, or on the face of it 
purports to be, made and payable in the British Isles, it is 
an Inland Note. Any other promissory note is a foreign 
one. 

General Particulars. — Being negotiable instruments, pro- 
missory notes, can be transferred for value. They may be 
discounted, and days of grace are allowed on them, unless 
they be demand notes. In England any promissory note 
payable to bearer on demand for any sum betimen £ I and 
;i^5 is void. 

Parties to a P.JN. — By the nature of a promissory note, 
there are two parties to it. They are (i) the Maker , who 
writes out the note and is the debtor ; and (2) the Payee 
who, being the creditor, is to receive the amount 

There may, however, be two or more makers of a pro- 
missory note, and their liability thereon may be joint, or 
joint and seveial, according to the tenor of the note. 

Differences between Promissory Notes and Bills of 
Exchange — These differences may be summed up thus — 

(1) A bill orders payment; a promises payment. 

(2) A bill is made out by the creditor ; a note, by the 

debtor, 

(3) A bill has three parties ; a note, two. 

(4) A bill is frequently drawn in a set; a note is drawn 

singly, 

(5) A bill requires acceptance ; a note does not 

(6) A dishonoured foreign bill must be piotested, a 

foreign note need not. 

(7) A bill payable on demand requires a 2d. stamp ; but 

a promissory note payable on demand or otherwise 
requires an ad valorem stamp ; eg. a P./N. for 
;!$'ioo on demand must have a is. stamp. 
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(8) The Bills of Exchange Act does not apply to 
promissory notes in regard to (a) presentment for 
acceptance, (d) acceptance, {c) acceptance supra 
protest, (d) bills in a set, (e) protest for dishonour. 


LO.U. 

A written acknowledgment of indebtedness is termed 
an I.O.U. It usually appears in this form — 




f 0 u <=^^00 



No stamp is required, except where the document con- 
tains a promise or date of repayment, when it requires 
stamping like a promissory note. An I.O.U. is not a 
negotiable instrument. It is not legal evidence of the 
amount named on itself; it is merely evidence of an 
“ account stated ” between the parties. 




CHAPTER III 

BANK DRAFTS, BANK NOTES, AND BANKING ACCOUNTS 
Bank Drafts 

A Bill of Exchange drawn by one banker upon another, 
is a bank draft. It is a convenient medium of remitting 
money, since any one may buy from a banker a draft 
payable in the United Kingdom or abroad. As the 
paying bank is notified of the amount of the draft, the 
opportunity for fraudulent alterations is minimized. 

Bank Notes 

Bank notes are promissory notes drawn by a banker, 
payable to bearer on demand, and form a part of the 
currency of most civilized countries They are an ex- 
cellent substitute for money, if their issue is so regulated 
that they can be readily converted into money. 

In England, the issue of notes is regulated by the Bank 
Act of 1844. Besides the Bank of England, there is a 
number of country banks having a right to issue their own 
notes, but this number is decreasing, and the total issue of 
the country banks is now only about 500,000. The 
system under which the Bank of England issues notes is 
termed the “ Partial deposit system ” ; notes may be 
issued on the security of a debt owing by the Government 
to the Bank, amounting to ;^i 1,015,100, and other first- 
class securities amounting to ;^7,434,900, and for every 
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note issued beyond this total of 18,45 0,000, gold must be 
held by the Bank in the vaults of its Issue department. 
The notes issued are £ 20 , £^ 0 , £ 100 , £ 200 , 

£Soo, and ;^iooo. 

In Scotland and in Ireland, notes of the value of ;^i aie 
issued, subject to the conditions of the Act of 1845, 

Scottish, Irish and Country Bank Notes remain in 
circulation for a great length of time, and, after coming 
into the possession of the issuing bank, are rc-issued ; 
but Bank of England notes are never re-issued, and 
remain in. ciiculation but a very short time. Upon pre- 
sentation of one of its notes in exchange for cash, the 
cashier requests the presenter to write his name and 
address on the face of the note, and then tears off 
that portion bearing the signature of the Bank’s Chief 
Cashier. 

All bank notes issued in the United Kingdom are 
“negotiable” as well as transferable, and as these terms 
are often thought to be synonymous, an explanation of 
them is desirable here. By “transferable” is meant the 
power of passing or transferring the instrument (or docu- 
ment) to another person, and it will be seen to embrace 
almost every form of property. The transferee (or person 
to whom it is transferred), however, only acquires the same 
title or right to it as was possessed by the transferor. 
Generally, documents or property which are wrongfully 
acquired and sold to an innocent holder, remain the legal 
property of the person from whom they were stolen or 
otherwise wrongfully acquired. “ Negotiability ” attaches 
to bank notes and some other instruments, and invests 
them with a more absolute transferability. Provided the 
holder gave value for them, and took them in good faith 
without knowledge of their having been acquired in an 
illegal manner, he becomes the legal owner of them. 
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Example. — A. stole a Bank note and a Postal order, and B. gave 
him cash for them, not knowing them to have been stolen. The theft 
was discovered, and the possession of the instruments tiaced to 
B. The rightful owner from whom they were stolen can recover the 
Postal order, but not the Bank note, the latter being “negotiable,” 

Bank notes were once m England, and are still In many 
countries, a very considerable part of the currency ; but 
the extended use of the cheque, and the facilities offered 
by English bankers to depositors, have rendered notes of 
much less consequence in this country. 

Banking Accounts 

There are two kinds of accounts kept by bankers for their 
customers, viz. : Deposit Accounts and Current Accounts. 

Deposit accounts are opened by customers who wish to 
place a sum with the banker, sometimes on the condition 
that they will give notice of their intention to withdraw the 
amount deposited, and the banker allows interest on the 
sum, generally at a rate per cent below “Bank rate " 
(the rate fixed by the Bank of England directors for dis- 
counting bills). Current accounts form the large majority 
of accounts opened with bankers. Additionsruiajrbe made 
by the deposit of cash, notes, or cheques, for collection, and 
withdrawals may be made without notice, by drawing 
cheques upon the banker. The bulk of English mercantile 
business is carried on through operations on these current 
accounts, and, as the balances vary from day to day at 
the will of the customeis, no interest is paid by the banker 

A bank manager will requii e any one desiring to open 
an account to be introduced by some person he knows, 
probably a customer. The prospective customer will 
intimate to the manager the nature of his business and 
the probable balance he will keep at the bank. He will 
sign his name in a Register in the same manner m which 
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he intends to sign his cheques, to afford the cashiers an 
opportunity of comparison until they are sufficiently 
acquainted with his signature. The banker who pays 
away money on a forged signature suffers the loss, and 
cannot debit his customer’s account; but the loss so 
sustained is comparatively trifling, as the cashiers are 
very expert at detecting forgeries of their customers’ 
names. The new customer will be supplied with a 
'‘Paying-in book,” composed of “Paying-in slips” and 
counterfoils ; a cheque book containing a number (from 
6o to 500, according to requirements) of stamped cheques ; 
and a “Pass Book” in which the bank will enter all 
receipts and payments on account of the customer. He 
will deposit a sum agreed upon with the manager, and is 
then at liberty to draw cheques, which will be duly paid 
provided that 'they do not exceed in amount the surn to 
his credit. 

Paymg-in Shps 

When a person wishes to pay money of any kind into 
his bank, he makes out a paying-in slip, upon which he 
enters the sum of bank notes, of gold, and of silver and 
bronze coins, and the separate amounts of each cheque 
which are to be collected. This slip he hands to the bank 
cashier with the money and cheques. He may also repeat 
the items upon the counterfoil of the paying-in book, and 
the cashier will initial it as proof of^his receipt of the 
amount. Country cheques are usually entered upon a 
separate form, and will not be placed to the credit of the 
customer for two or three days. 

Pass-Book 

In this book the banker’s ledger clerk enters on one 
side the totals of the paying-in slips, and on the other the 
cheques which the customer has drawn and which have 
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representing interest or charges made by the banker for 
loans, collection, cheque books, etc., will be found in the 
pass-book, and a corresponding entry should be made in the 
customer’s cash-book. Any difference between the balances 
of the pass-book and customer’s cash-book should be 
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accounted for by country cheques paid in for collection 
and not yet credited, and cheques given out by the 
customer but not yet presented at his bankers for pay- 
ment,’ A merchant’s cashier should, when he brings down 
the balance in his cash-book, enter in it a “ Reconciliation 
Account” ; commencing with the balance as shown in the 
pass book, adding thereto the amount of country cheques 
which he has paid in for collection but do not yet appear 
in the pass-book, and deducting the amounts of the various 
cheques which he has paid away but which have not yet 
been presented at his bankers, and are not, therefore, entered 
in the pass-book. The resulting balance should agree with 
his cash-book balance. This statement reconciles the 
balances of the two books, proving their correctness ; 
hence, it is called a Reconciliation Account: 

Stopped Cheques 

A person, having paid away a cheque, and afterwards 
discovering that it has fallen into wrong hands, or that 
It was paid away under a misapprehension, or from 
whatever cause, may stop payment of it by giving written 
notice to his bankers that it is not to be paid. Upon the 
presentation of such a cheque to a banker he will refuse to 
pay and mark it “payment stopped.” Notice to the 
banker of the death of a customer terminates or “ deter- 
mines ” his authority to pay cheques, which will be returned 
marked “ drawer deceased,” and notice of the bankruptcy 
of the drawer acts as a notice to stop payment ; but the 
death or bankruptcy of one partner in a firm does not 
operate as notice to stop payment of the firm’s cheques 

Collecttng Cheques 

Let us suppose that James Temple, a London Merchant, 
having an account with the London City & Midland Bank, 
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receives a number of cheques from customers drawn upon 
several other banks. Even if they were all uncrossed, and 
therefore payable in cash by the various bankers, their 
collection by the merchant would entail trouble and 
expense, and involve the employment of a messenger, 
whose honesty was absolute. James Temple may, however, 
cross such cheques as are received uncrossed, and send 
them to the London City & Midland Bank for collection. 
That bank will credit his account with the total sum repre- 
sented by the cheques, and then proceed to collect them 
through the Bankers’ Clearing House 

Bankers' Clearing House 

We may suppose that the cheques paid by J. Temple 
into the L. C & M. Bank comprised one each on the 
London and County Bank, the London Joint Stock Bank, 
the London and Westminster Bank, and Parr’s Bank. All 
these cheques will be sent to the L. C. and M Bank’s 
representative at the Clearing House. He will place that 
drawn upon the L. & C. Bank with all others drawn upon 
the same bank, make a list of them, total the list, and 
hand them over to the Clearing House representative of 
the L. & C. Bank ; m effect saying, “ Here are cheques 
drawn by your customers m favour of my customeis , 
debit your customers and pay me the amount, that I may 
credit my customers.” The L. & C Bank's representative 
will, however, have had sent to him by his head office, a 
number of cheques, some of which are drawn upon the 
L. C. 8c M. Bank, and these he will hand to the latter’s 
representative. If the total amount of the cheques handed 
to the L. & C. Bank by the L. C. & M. Bank were 
;^90,ooo, and that of the cheques handed by the L. & C. 
Bank to the L. C. & M. Bank were ;^85,ooo, it is clear 
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that, on balance, the L. & C. Bank will owe to the L. C. & 
M. Bank the sum of ;^50oo As all the clearing banks 
keep an account at the Bank of England, a simple payment 
of one cheque for ;^5ooo drawn upon the Bank of England 
by the L. & C. Bank and payable to the L. C. & M 
Bank would settle the day’s transactions between them. 
The cheques upon the L. J. S. Bank and others could be 
similarly dealt with by their representatives. The Bank 
of England would debit the accounts of the paying 
bankers, and credit the accounts of the receiving bankers, 
and thus these exchanges would be effected without the 
transference of a single coin. 

As there are eighteen banks represented at the London 
Bankers’ Clearing House, such a system would result in 
each of them either paying to, or receiving from, every 
other bank a cheque for the daily balance, making a total 
of, say, one hundred and fifty cheques. 

A simple system has, however, been devised, by means 
of which the work of transference has been reduced to a 
single payment, or receipt, by each bank in respect of its 
total difference As we have said, there are eighteen 
banks represented, but, for the sake of economy of space, 
we will show the practical working of this clearing fund as 
though only the five banks mentioned were interested. 
Each of these banks have, through their representatives, 
agreed as to their several balances, and prepared statements 
in the appended form of Summary Sheets. 

As a total result of the day’s transactions, the L, & W. 
Bank and the L. J. S. Bank would authorize the Bank of 
England to transfer from their account to the Clearing 
Bankers’ account, £2000 and ;^i4,ooo respectively, and this 

1 6,000 would be transferred from the Clearing Bankers’ 
account to the credit of the other bankers, as shown on the 
Summary. 
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CHAPTER IV 

CHEQUES 

Definition , — By the Bills of Exchange Act, 1882, a cheque 
is “a bill of exchange drawn on a banker, payable on 
demand.” 

Form, — K. cheque may be made out on an ordinary 
sheet of paper, but the examples on the following page 
are typical. 

The left-hand part is the counterfoil, which is kept m 
the cheque book for reference , the right-hand part is the 
cheque proper, and is sent to the payee named thereon. 

^ Sometimes a firm prints its cheques with receipt forms 
attached. So when the bank returns the paid cheque to 
the drawer, it contains a full history of the payment made. 
Care must always be taken not to make the order to pay 
conditional on the signing of the receipt form attached, 
because the conditional order would invalidate the cheque. 

Kinds of Cheques — 

(1) A hearer cheque is one that can be cashed or negoti- 

ated without indorsement. 

(2) An order cheque is one payable to the order of a 

certain person. An order cheque cannot be 
cashed or transferred unless it is indorsed. When 
indorsed by the payee, an order cheque becomes a 
bearer cheque, ex;cept where the payee’s indorse- 
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ment makes the cheque payable to the transferee's 
order. 

(3) A stale cheque is one that has been drawn for some 

time before presentation for payment. It may be 
several months old Some bankers fix the period 
of staleness at six months, others at twelve. As a 
rule, a banker refuses to pay a stale cheque until 
the sanction of the drawer is obtained. Under the 
Statute of Limitations, action to enforce the debt 
on a cheque cannot be taken six years after it 
becomes exigible. 

(4) A post-dated cheque is one having a date later than 

the date on which it was drawn. Where a post-dated 
cheque is paid into a bank for collection, the 
banker must not debit it to his customer’s account 
until the proper date. He should, therefore, return 
such a cheque, or (if instructed) retain it and treat 
it as a short bill. 

(5) An uncrossed cheque is termed an open cheque. It 

may be cashed over the counter. 

(6) Crossed Cheques — By the Bills of Exchange Act — 

id) “ Where a cheque bears across its face an 
addition of — the words ‘ and company ’ or 
any abbreviation thereof between two trans- 
verse parallel lines, either with or without 
the words ‘ not negotiable' , <?r,-^two parallel 
transverse lines simply, either with or with- 
out the words ‘ not negotiable,’ that addition 
constitutes a crossing, and the cheque is 
crossed generally 

ip) “Where a cheque bears across its face an 
addition of the name of a banker, either 
with or without the words ‘ not negotiable,’ 
that addition constitutes a crossing, and 
E 


M.M.B. 
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the cheque is crossed speually to that 
banker.” 

Again — 

{a) A cheque may be crossed generally or 
specially by the drawer. 

(5) Where a cheque is uncrossed, the holder 
may cross it generally or specially. 

(c) Where a cheque is crossed generally, the 
holder may cross it specially. 

id) Where a cheque is crossed generally or 
specially, the holder may add the words 
“ not negotiable.” 

{e) Where a cheque is crossed specially, the 
banker to whom it is crossed may again 
cross it specially to another banker for 
collection. 

(/) Where an uncrossed cheque, or a cheque 
crossed generally, is sent to a banker for 
collection, he may cross it specially to 
himself. 

Two parallel transverse lines on a cheque make a cross- 
ing. The words “and Company” or “Not negotiable” 
do not in themselves constitute a crossing. 

Object and Effect of a Crossing , — A cheque is crossed in 
order to prevent any accidental or fraudulent holder from 
obtaining cash for it over the banker’s counter. A crossed 
cheque is only payable to a banker. If the crossing 
contains the name of a banker, he alone can receive 
payment. 

Example I Uncrossed Cheque — A. received from a customer B. 
a cheque for j^io, uncrossed, or “open” as it is sometimes called. 
He endorsed it, intending to present it for payment at B.’s bankers at 
an early opportunity. When he started for the bank, he discovered 
that the cheque had been stolen, and immediately communicated with 
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B. asking him to stop payment at his bank. Upon inquiry at the 
bank it was found that the cheque had been presented and cash paid 
over the counter foi it ; and, of course, there was no trace as to whom 
It had been paid, so that A. was the loser of the ;!^io. 

Example 1 1 . Crossed Cheque — A. received from a customer B 
a crossed cheque for ;^io. After he had endorsed it, it was stolen, 
and he wrote to B , lequesting him to stop payment of it. Before B. 
could communicate with his bank, the amount had been collected. 
As, however, it was crossed, payment had been made to another 
bank, to whom B was referred The collecting bank gave him the 
name and address of the customer w'ho handed in the cheque for 
collection, and he, a tradesman, furnished the name of his customer 
for whom he had cashed the cheque, and who was proved to have 
been the thief 

Not Negotiable ." — Since a cheque is a negotiable 
instrument, a holder in due course can keep it even if it 
had been stolen or lost. But, according to the Act, " where 
a person takes a crossed cheque which bears on it the words 
‘not negotiable,’ he shall not have and shall not be 
capable of giving a better title to the cheque than that 
which the person from whom he took it had.” Hence the 
addition of “not negotiable” does not prevent fuither 
transfer of the crossed cheque, but protects the owner of 
the cheque against possible damage through theft or other 
loss. “Not negotiable” is legally effective on a crossed 
cheque only. 

A Iterations^ on Cheques . — Where alterations are made on 
a cheque, the drawer must initial them, or fully sign them 
if the banker require it. If the amount stated in figures 
differs from that expressed in words, the banker is bound 
by the amount expressed in words. Such a cheque should, 
however, be returned by the banker to the drawer for 
correction 

Fictitious Payee . — A cheque may be payable to a 
fictitious payee, such as Petty Cash, or Wages. A cheque 
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of this kind may be treated as payable to beaier, so 
that it requires no indorsement. Some bankers, however, 
request the person cashing the cheque to sign his name on 
the back thereof, others, again, insist on the drawer’s 
signature. 

^'Account Payee Only." — The drawer of a cheque may 
insert “Account payee only” in a crossing in order to 
protect himself against damages through loss or theft. 
The words notify the banker of the drawer’s desire to credit 
the cheque to the payee’s account. It has, therefore, been 
held that, if the banker does not observe the direction, he 
becomes liable for negligence. 

Indorsement. — An indorsement of a cheque is the signa- 
ture of the payee written on the back Legally, however, 
an indorsement is quite valid though written on the front 
of the cheque. All order cheques must be indorsed. The 
signature of the indorsing payee should be spelt as it 
appears on the face of the cheque, but the addition of 
titles such as Mr., Dr , etc., is not essential. If the drawer 
misspell the payee’s name, the payee may indorse his 
signature in the same misspelt way, and may add his 
proper signature if he desires. A cheque payable to 
bearer requires no indorsement, except where it is required 
to make the transferor a party to the cheque. 

Indorsements may be per proairattonem^ i.e.^ by power of 
attorney. An example is, “ p.p. John Smithson, A. Kay.” 
Bankers, before dealing with such cheques, may satisfy 
themselves as to the extent of the indorser’s power of 
procuration. In any case, the indorser’s initials alone 
would not be accepted. 

Revocation of Banker's Authority to Pay. — A Banker 
refuses payment of a cheque — 

(1) By drawer’s countermand of payment. 

(2) By notice of the drawer’s bankruptcy. 
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(3) By receipt of a garnishee order — ie., an order 

from the court, obtained by the customer’s 
creditor, fixing a legal encumbrance on the bank 
balance. 

(4) By notice of the drawer’s death. 

(5) By insufficiency of funds in the customer’s bank 

account. 

(6) By an irregularity in the drawing or indorsing of the 

cheque 

A cheque which a banker refuses to pay on presentation 
is said to be dishonoured. The banker usually marks the 
cause of dishonour on the cheque — e.g., I./F , Insufficient 
Funds ; R /D., Refer to Drawer ; N /E., No Effects. A 
dishonoured cheque may be noted, and may be protested 
if it have foreign indorsements. 

Property in Cheques. — K cheque is not legal tender, 
and the property in a paid cheque vests in the drawer. 
Some banks, therefore, return the drawer’s paid cheques in 
his pass book ; others, however, retain them. 

Banker's Liability for Forgery. — Where a banker pays a 
cheque bearing a forged signaturey he is liable in the loss, 
because a banker is presumed to recognize his customer’s 
signature. The banker, however, is not liable on ^forged 
indorsement if he paid in good faith and without negligence 
Where the amount is forged — e.g.y £10 altered tO;^ 100 — the 
banker is liable if the alteration is apparent ; if it is not 
apparent, and the banker paid in good faith and without 
negligence, he is not liable in the loss. 

Loss in Transit. — Where the drawer employs the post 
office as his agent, the drawer must bear the loss if the 
cheque miscarries. Where, however, the payee requested 
transmission of the cheque by post, the post office is the 
payee’s agent, and the payee is liable in any loss. 

The holder can compel the drawer to give him a dupli- 
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cate of a lost cheque. The drawer may require security 
lest the lost cheque be found and negotiated. 

Cheque Books and Stamps — Bankers generally supply 
their customers with books of cheques, all distinctly 
printed and numbered. Each cheque bears an impressed 
revenue stamp of 2d. which the customer must pay to the 
bank Legally, however, an order on a banker to pay 
money, written on an ordinary slip of paper, bearing a 2 d, 
stamp affixed and properly cancelled by the drawei, is a 
valid cheque. 

Differences beiiueen Cheques and Bills . — By definition a 
cheque is legally a bill of exchange, yet cheques and bills 
differ in the following respects : — 

(1) Cheques are not accepted by the banker on whom 

they are drawn, whereas a bill of exchange requires 
acceptance. 

(2) The acceptor who refuses to pay a bill is liable to 

the holder, but a banker is not similarly liable to 
the holder of a dishonoured cheque. 

(3) Delay in presenting a bill for payment discharges 

the drawer from liability, while the drawer of a 
cheque is not likewise exonerated. 

(4) Where a bill is not met, notice of dishonour is 

necessary, but not in the case of a dishonoured 
cheque. 



CHAPTER V 

FOREIGN TRADE 
Exportation 

It will be remembered that at the beginning of Chapter I. 
reference was made to several of the causes that gave rise 
to Foreign Exchange. As foreign trade is necessarily the 
exchange of commodities between countries, it is con- 
sidered advisable to again briefly summarize the conditions 
leading up to the exchange of commodities with foreign 
countries. Primitive man, as a result of his personal 
exertions, such as fishing, hunting, etc., was practically 
self-supporting. Gradually, as he became civilized, com- 
plexity set in, and he found that he was unable to satisfy 
his own particular wants, and that others in the group had 
more of the articles he desired than their personal require- 
ments demanded. Primitive society, thereupon, realized 
that the individuals forming a community lived in an 
inter-dependent state, each person producing more of a 
certain commodity than would satisfy his own desires, 
so that his surplus production might be exchanged for the 
surplus stocks of others who were in a position to satisfy 
his wants. 

The exchanging of commodies between individuals was 
termed barter. Very soon the practice was extended to 
communities, and so prevalent did it become that man 
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began to look further afield for markets wherein he could 
dispose of his surplus commodities. 

Civilization has progressed by leaps and bounds, so to 
speak, until at the present time we find that commodities 
are not only exchanged between individuals in the same 
community or communities in the same country, but 
between the various countries of the world. Thus has our 
present-day system of interchange been arrived at, and 
to-day the people of each country in the world is more 
or less dependent for their existence on the goods pro- 
duced by the peoples of the other countries This reliance 
on each other may be termed international dependence. The 
European War has amply demonstrated the above fact 

The facilities for the transportation of commodities from 
one centre to another developed with the extension of 
trade. Great Britain, owing to its geographical position, 
is entirely dependent on sea service for the continuance of 
its relations with foreign countries. This must always be 
so, even although the conjectured under-sea tunnel from 
Dover to Calais became a reality. The Air Service may 
also play a prominent part in the future in* maintaining 
our foreign connections, but at present it is unsafe to 
predict. 

In this chapter we are chiefly concerned with Britain’s 
means and methods of sending the Nation s products or 
manufactured goods abroad and of obtaining the produce 
of foreign countries in return. When goods are sent to a 
foreign country by sea they are said to be exported. The 
word IS derived from the Latin prefix ex = out of, and the 
verb porto = I carry. Thus, literally, the goods are 
carried ont of the country. 

It IS not to be assumed, of couise, that baiter, le^ the 
exchange of goods of one class for goods of another kind, 
in the strict sense, is carried on between countries to-day. 
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It was soon found that barter was an unsatisfactory and 
inconvenient means of satisfying one’s desires, since it was 
not always possible to locate a person who had a surplus 
stock of the required commodity, and who in turn was 
willing to accept the produce that the other party had to 
offer in return. This difficulty was very soon overcome by 
the adoption of a convenient medium of interchange called 
money. It is by means of the money medium that trade 
has developed to its present dimensions. Money and its 
usefulness will be dealt with in another chapter ; suffice it 
to say that between different countries gold is the medium 
of exchange, whether in the form of coin or bullion. The 
student will therefore see that although money is given in 
exchange for goods, nevertheless the principle of barter 
lies behind the transaction. 

We will now assume that in Britain there is a surplus 
stock of manufactured goods and raw materials which the 
owners wish to send abroad. It is evident that, to be 
successful, an exporter must be in possession of certain 
reliable information. He must ascertain where his wares 
are desired, where the best price can be obtained, the 
best means of bringing his goods before the prospective 
consumers, and, lastly, the safest and cheapest means of 
getting the goods to the market. 

There are various sources from which an exporter may 
gather reliable data, the most notable being the Depart- 
ment of Overseas Trade (Development and Intelligence), 
73, Basinghall Street, London, E C. 2 ; H.M. Trade Com- 
missioners ; H.M. Diplomatic and Consular Representa- 
tives , and Chambers of Commerce. 

The Department of Overseas Trade supplies information 
regarding — • 

Foreign and Colonial contracts open to tender. 

Other openings for British Trade. 
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Lists of manufacturers at home and lists of firms 
abroad engaged in particular lines of business. 

Foreign and Colonial Tariff and Customs regulations. 

Commercial statistics. 

Forms of Certificates of Origin. 

Regulations concerning commercial travellers. 

Sources of supply. 

Prices, etc., of trade products. 

Shipping, transport, etc. 

With the express purpose of promoting British trade, 
the Department of Overseas Trade issues a “Special 
Register” to approved British firms for a fee of two 
guineas, and in addition are supplied free with the Board 
of Trade fournal. The “Special Register” gives early 
information to producers and merchants of new trade 
openings, and is in the hands of the subscribers before the 
information is published The Board of Trade fott-rnal is 
an official weekly publication which gives notice of Customs 
changes in all countries, lists of trade inquiries received, 
Government notices of trade regulations, and other in- 
teresting general information. 

H.M, Trade Commissioners are officials appointed by 
the Board of Trade to encourage British trade in various 
parts of the Empire. These officials are open at all times 
to assist the British exporter with information regarding 
the classes of commodities consumed in the countries to 
which they are accredited, and the principal countries 
which supply these. They also supply information 
in connection with any projected work, so that British 
firms may have the opportunity to tender for the work. 
H.M. Diplomatic and Consular Representatives undertake 
the functions of Trade Commissioners in foreign countries, 
and report regarding existing trade and trade openings in 
the countries to which they are accredited. 
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Chambers of Commerce are associations of manufacturers 
and traders, their special functions being to promote and 
safeguard the interests of their members. They are 
organized in trade sections, the various interests having 
meetings at which all matters alfecting them are discussed. 
British Chambers of Commerce have been established in 
all the principal markets abroad, and these keep the home 
Chambers posted with the necessary information regarding 
local conditions. 

It will be obvious that to be successful in foreign trading 
it is essential that the outstanding qualities of the goods 
for sale should be described to the prospective buyer in 
his own language. It has also been proved that it is more 
conducive to good trade to quote the price in the foreign 
currency, since a foreigner is likely to find less, difficulty m 
dealing in the coinage of his native country than that of a 
foreign country. The weights of measurement should also 
be set out in the approximate foreign units. 

In these days of strenuous competition traders must 
cut their prices as keen as possible, and, to be successful, 
this necessarily requires an accurate knowledge of the cost 
of production of any article or cla:>s of articles in which he 
intends to trade. This question, therefore, involves the 
existence of a good costing system, the function of which 
is to supply the trader with absolutely reliable data as to 
the amount it has cost him to produce a certain article, or 
a ceitain number of articles, so that he can confidently fix 
his selling price, thus allowing for the margin of profit he 
deems prudent However, it is not our intention to enter 
into a discussion on costing systems, since this is outwith 
the scope of this text-book, the point merely being men- 
tioned in passing so that the student might not overlook 
the importance of this factor in fixing a competitive selling * 
price. 
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Assuming, then, that a British manufacturer has adver- 
tised his goods abroad, and that he has obtained all the 
necessary information from the proper sources, he is then 
faced with the problem of how his goods aie to reach the 
foreign market. There are several ways open to him ; he 
may become his own exporter; he may sell to foreign 
Commission Agents , or the goods may be handed to 
Packing and Forwarding Agents. If the first method is 
adopted, the trader must possess an intimate knowledge 
of even the smallest details of the export trade, and also 
of the laws of the country relative to the impoitation of 
goods to which the goods are being shipped. This is 
practically impossible in the case of small manufacturers, 
but many large business houses to-day have established 
their own special departments which deal exclusively with 
their export trade. This is certainly an advantage, since 
the department, not being employed on other business, 
must naturally benefit from concentration, and should mis- 
takes occur these will be easily traceable to the depart- 
mental staff. 

Agents are often appointed by foreign firms to purchase 
goods in Britain, and, after purchase, to despatch them to 
their foreign principals. The Agents are usually re- 
munerated by a Commission, and are therefore known as 
Commission Agents. The principals usually send the 
indent or order direct to the Agents, who buy and assemble 
the goods stated thereon and ship them under their own 
invoice. Such a method saves the British manufacturer 
any trouble or risk in expoitation, but this means of 
supplying foreign markets is not to the advantage of the 
consumer, since the Agent having employed his own capital 
to purchase the goods must necessarily charge a high rate of 
commission to cover profit, interest on capital, working ex- 
penses, and any probable loss through debts proving bad. 
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On the other hand, foreign businesses may employ Pack- 
ing and Forwarding Agents in this country to receive the 
goods ordered, and to pack and forward them to their 
destination. The order for goods is sent direct to the 
British firm together with the name of the Agent to whom 
the goods are to be sent for despatch. On the order being 
fulfilled, the goods are 'sent to the Agent named, whose 
duties are limited to the examination and proper packing 
of the goods, after which he must forward them to their 
foreign destination. 

British firms, however, often appoint their own Agents 
in a foreign country where they wish to sell their goods, 
and remunerate them by the payment of a commission on 
sales. A contract is sometimes entered into whereby 
the Agent undertakes to be liable for all debts arising out 
of sales effected by him. In such circumstances the 
principal has the Agent’s guarantee of indemnification 
against bad debts, and the latter is therefore known as 
a Del Credere Agent. For this greater liability the Agent 
charges a higher rate of commission, which is known as 
a Del Credere commission. 

When goods have been sent to an Agent abroad they 
are said to be on Consignment. The goods are accom- 
panied by a pro forma invoice, the prices stated thereon 
being intended to give the Consignee (the person to whom 
the goods are sent) some idea of the lowest prices he 
is expected to obtain for the goods. The true prices are 
seldom made known to the Agent, since it is his duty 
to obtain the highest price possible. 

Legally the property or ownership in goods sent on 
consignment remains with the Consignor (the party sending 
the goods). In other words, the goods are forwarded at 
the Consignor’s risk, and the Consignee incurs no liability 
until a sale has been effected. 
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When a portion or all of the goods have been sold it is 
the usual custom for the Agent to fill in and forward to his 
Principal an Account Sales (A./S.). This is a statement 
showing the gross proceeds of the consignment from which 
is deducted all expenses properly incurred by the Consignee 
in making the sales and also the percentage of commission 
as agreed between the parties. The resulting total is 
termed the net proceeds, and represents the amount due by 
the Consignee to the Consignor. The A./S. usually shows 
how the balance is met, whether by Bill, Draft, or Cable 
Remittance. 

A consignment is at one and the same time a Consign- 
ment Inwards and a Consignment Outwards. The first 
term applies to the consignment in relation to the Consignee, 
because he receives the goods, while the latter designation 
applies only to the Consignor, since he sends out the 
goods. The manner of recording a consignment in the 
books of the parties will be referred to later. 

On page 64 is a simple form of Account Sales repre- 
senting a consignment of 200 pairs of boots, sent by the 
Boot Manufacturing Co., London, per S.S. Pleasance, to 
Messrs, Muir & Co., Brisbane, to be sold on behalf, and at 
the risk, of the first-named firm. 

It should be noticed that the Consignment, as regards 
Messrs. Muir & Co., is an Inwards Consignment, and there- 
fore the A./S. must be rendered by them to the Boot 
Manufacturing Co., London, when the boots have been 
sold. 

We will now consider the book entries required to recoid 
a Consignment in the books of the Consignor. It has 
already been stated that no legal liability attaches to the 
Consignee in respect of goods received on consignment until 
a sale has actually been effected, and, therefore, it is not 
proper to show him as a debtor for the cost price of the 
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goods sent until he has made himself liable to the Consignor 
as a consequence of making a sale. 

The Consignor should immediately proceed to record 


Account Sales of 200 pairs of boots ex S.S. Pleasance, sold by 
Muu & Co., of Brisbane, Australia, for the account and risk of 
the Boot Manufacturing Co , London, England 


Marks 
B.M C, E 

I-IOO 

B.M C, E 
101-150 
B M C , E 
151-200 


Proceeds of 100 pairs of boots 

30/- 

£1^0 0 0 

, 50 » 

28/- 

0 

0 

,, 50 » 

31/- 

77 10 0 

Deduct 

Charges and Expenses — 

s d 

Dues . 0 i8 0 

Cartage . . i 0 0 

Storage 1 2 2 

Insurance . 0 10 6 

Sundries .084 

Commission, 

on ;^297 10s 7891 


£297 10 0 

1179 

Leis Advance 

E & O.E 

Sight Draft for £86 2S 
herewith. 

Muir & Co., Brisbane, Australia 
(Date). 

1 

£286 2 3 
200 0 0 

/86 2 3 


the consignment in his books by opening a “ Consignment 
Account ” in the name of the Consignee and debiting this 
account with the cost price of the goods sent together with 
any expenses incurred in sending the goods. The opening 
entry, representing the cost price of the goods, is credited 
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to a “Goods sent or Consignment Account/’ which is 
ultimately transferred to the “ Trading Account ” at the end 
of the financial period. The expenses, etc., are credited in 
the Cash Book. 

On receiving the A./S. the Consignor will open an 
account in the name of the Consignee and charge him with 
the net p7'oceeds as shown thereon. A similar amount will 
be credited to the Consignment Account, which will then 
be balanced to ascertain the profit or loss made on the 
transaction. The balance, whether it represents a profit or 
a loss, is transferred to the “ Profit and Loss Account ” at the 
end of the financial year and merged in the general profit 
or loss of the business. It will be obvious that the Con- 
signee’s account must still show a debit balance represent- 
ing the net proceeds of the consignment. To meet this 
balance the Consignee must remit an amount equivalent to 
the net proceeds. The remittance or remittances when 
received by the Consignor is/are credited to the Consignee’s 
personal account, thereby extinguishing his indebtedness 
to the Consignor. 

If it is desired that the books should contain a complete 
record of all the minor transactions arising out of the 
consignment, i,e.^ the transactions of the Consignee in 
addition to those of the Consignor, it would be necessary to 
debit the “ Consignee’s Account ” with the gross jproceeds^ as 
shown by the A,/S., at the same time crediting an equiva- 
lent amount to the “ Consignment Account.” But owing to 
the Consignee having incurred certain expenses in selling 
the consignment of goods, and being entitled in addition 
to a commission on sales, it is necessary to credit his 
personal account with the various details, as shown by the 
A./S., the double entry being completed by debiting the 
various amounts to the “ Consignment Account.” The net 
result is the same in both cases, but the second method, 
M.M B F 
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although it involves a greater number of entries, has the 
advantage that a complete record of the consignment is 
contained within the Books of Account, whereas if the first 
method be adopted the Consignee’s expenses, etc., could 
only be ascertained from the A./S., t.e., from a source 
outside the Books of Account, 

The entries required to record on Inward Consignment 
are somewhat different, for since the Consignee does not 
incur any personal liability in respect of the goods until he 
has effected a sale he need only record their receipt in a 
Memorandum Book. Immediately a sale has been made, 
however, he must open an account in the name of the 
Consignor and credit it with the amount received for the 
goods. If the goods had been sold on credit the person 
buying them would be debited with the selling price, or 
if cash had been received the ” Cash Account ” would be 
debited. As the Consignee incurred expense in disposing 
of the goods he would credit his “ Cash Account ” and debit 
the “ Consignor’s Account.” The Consignor’s Account ” 
would also be charged with the amount of commission due 
to the Consignee, the amount being credited to a “ Com- 
mission Account ” in the Consignee’s books. Should the 
Consignee forward a remittance to the Consignor, the 
amount would be debited to the “Consignor’s Account” 
and credited to the “ Cash Account.” 

Even although an exporter knows exactly what it has 
cost him to produce his goods his selling price may not be 
fixed merely by adding a proportion of profit to the cost 
price. The exporter may undertake the performance of 
certain obligations in connection with the goods, or the 
payment of certain expenses, in which circumstances an 
additional amount must be added to the cost price to 
arrive at the selling price. 

A buyer may stipulate to buy the goods “ ex factory.” 
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By this he would mean that the price quoted to him by the 
seller should not include any charges other than the factory 
price of the goods, because he intends to take delivery 
at the factory and would be responsible for all subsequent 
charges such as cartage, carriage, freight, insurance, etc. 

If the price quoted is ex warehouse then this would mean 
that the goods are lying in a warehouse or public store, 
and that the buyer takes delivery of the goods at the ware- 
house named. The name of the town in which the particular 
warehouse is situated is also stated to avoid misunderstand- 
ing, eg.f “ex warehouse, Liverpool.” The warehouse- 
keeper, however, will not deliver the goods to the buyer 
without the written consent of the seller. The consent of 
the seller takes the form of a Delivery Order^ on the lodg- 
ment of which, with the warehouse-keeper, and the acknow- 
ledgment of the latter that he holds the goods for the 
buyer, delivery is said to take place. If the buyer does not 
remove the goods from the warehouse within the stipulated 
number of days allowed by custom of the trade, he will be 
charged with store rent. 

F.O.R. means free-on~ratl, usually “ free-on-rail factory ” 
or at the nearest station named. When the price of goods 
is quoted F.O.R. such quotation includes the price 
ex-factory together with the cost of cartage to the station, 
plus cost of loading into railway waggons. Should the 
quotation be F.O.R. Liverpool,” the goods would be placed 
in waggons and the railway carriage prepaid to Liverpool, 
in addition to the other charges previously stated. 

Exporters frequently quote F.O.B., F.A.S., C. & F., 
and C.I.F. 

F.O.B. means ‘Tree-on-board.” The seller who quotes 
this is liable for all expenses incurred in placing the goods 
on board the ship which is to convey them to the buyer, 
the latter undertaking to defray all expenses incurred 
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thereafter. Thus the price would include cost price plus 
packing, cartage, carriage to the docks, and dock charges. 

F A.S. is an abbreviation of the words “ free alongside 
ship.” In this case the seller pays all expenses required 
* tc place the goods in the dock ready for loading. The 
slinging charges would require to be met by the buyer. 

The letters C. & F. mean “ cost and freight,” and a price 
quoted in these terms includes all the necessary charges on 
the goods to the port of destination wttkout the cost of 
insuring them against loss. 

Should the cost of insuring the goods against loss be 
included then the price^quoted would be represented by 
the letters C.I F., which are the initial letters of the words 
Cost, Insurance, and Freight The C.I.F. (pronounced 
siff) price is the most common one and covers an extensive 
range of expenses. The following is a list of the principal 
items included in a C.I.F. quotation : — 

F.O.B. cost. 

Insurance Premium. 

Freight. 

Customs Clearance. 

Bills of Lading and Agency. 

Cable Advice of Shipment. 

Foreign Bill Stamp, 

Interest on Bill of Exchange or Discount. 

It is now necessary to consider the procedure required 
in the preparation and shipment of goods to a foreign 
country. 

As a practical example we will assume that William 
Turner of London, received an Indent or order for certain 
goods to be forwarded to Diabjee & Co. of Bombay. The 
details of the order would be given on the Indent, this 
being the term usually applied to an order received from 
abioad. William Turner would immediately proceed to 
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collect the required goods for despatch to Diabjee & Co., 
and when these had been got ready for shipment, each 
case being marked and numbered in accordance with the 
instructions contained on the Indent, a Shipping Note 
(see below) is prepared in duplicate by the Export Invoice 
Department from the particulars entered in the Shipping 
Book. 



The Shipping Note is forwarded to the Superintendent 
of the Docks where the vessel is loading. This note is his 
authority to receive and place the goods on board the ship 
named 

For the trouble of placing goods on board ship, etc., 
certain payments become due to the Dock Companies. 
These payments are known as “dock dues” or “dock 
charges.” Where a company has a large export trade it 
is not usual to pay the individual charges as they occur. 
Instead of doing so, the exporter deposits a certain sum of 
money with the Dock Company, and against this deposit 
the dues are charged as they are incurred. When the 
deposit is nearing depletion the Dock Company makes 
application to the exporter for a further deposit. A record 
of all charges and credits is made in a Pass Book Issued 
by the Dock Company to the exporter and held by the 
latter. 
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Where this deposit has not been made by the exporter 
the Dock Company must receive actual payment of the 
dock dues before the goods will be placed on board. This 
is due to the fact that the Dock Company has a lien on 
the goods in respect of the dock charges, but this lien is 
lost immediately the goods are placed on board, since a 
lien, or right of retention of another person’s property 
until the pecuniary demands against that other are satisfied, 
can only exist while possession lasts. This is called a 
possessory hen, 

William Turner would now proceed to prepare the Bills 
of Lading (B^/L.) each being an exact counterpart of the 
other two, and each one bearing a sixpenny impressed 
stamp. The contract of affreightment is generally embodied 
in the B./L., which operates as a receipt for the goods, and 
as a contract to carry them. 

The B^/L. in the first instance are forwarded to the 
Dock Company, who after satisfying themselves that the 
goods have been shipped in good order and condition 
cause them to be signed by the Captain or other officer of 
the Shipping Company. If William Turner had under- 
taken to pay freight in advance the Shipping Company 
would not have delivered up the B^jL. until this had been 
done. Generally, however, freight is not payable until the 
contract is completed and the goods delivered. 

The Captain of the ship retains one copy of the B /L., 
the other two copies being returned to the shipper for 
transmission at intervals to the Consignee, if one be named. 
The B./L. is the Captain’s authority to dealwiththe goods. 
If William Turner does not pay freight in advance the 
Shipping Company make out what is called a freight note 
and forward it to him for payment, and, as stated above, 
the B®/L. are held until such payment is made. 

We have usejd the word " freight ” several times, but it 
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has not yet been explained. “Freight” may be defined 
shortly as the shipowner's reward for his services. The 
term is also used when reference is made to the “ cargo ” 
carried, but it is generally understood as the cost of 
conveyance of goods by ship. In the United States of 
America, however, the word “ freight ” is often applied to 
conveyance by rail or sea Where goods are carried by 
barge or lighter the cost of conveyance is called lighterage ; 
if carried on rail it is known as carriage, while by cart or 
van the term used is cartage. 

Where goods are sent to the docks by van, the Dock 
Company hand to the carman a receipt, and make a charge 
to the shipper for handling them. Where goods are sent 
by barge or lighter and shipped “alongside,” the ship’s 
officer signs a form known as a “Mate’s Receipt,” which is 
a document of title of a temporary character to be 
surrendered in exchange for a Bill of Lading, and there 
is no charge made by the Dock Company, as they do not 
handle the goods. 

If packages, when shipped on board a vessel, bear any 
trace of damage, the Mate’s Receipt and the Bill of Lading 
will record it. They may be marked “ wrapper torn,” 
“case No. 42 wet,” etc., in which circumstances they are 
said to be “ foul.” A “ clean ” Bill of Lading is one in 
the ordinary recognized style, without any stipulations or 
qualifications. 

It is important to notice that the B./L. fixes the con- 
dition of the goods as received, and is generally conclusive 
evidence against the pferson signing it. A specimen B /L. 
is given on the opposite page. 

“ A “ Charter Party ” may be used in conjunction with a 
B./L., and is one of the forms whereby the contract of 
carriage of goods by sea is evidenced. Affreightment ” 
is the usual term employed to designate such a contract. 
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The Charter Party contains the freight agreed on, and may 
make stipulations regarding “lay-days,” “dead freights,” 
and “ demurrage.” 

“ Lay-days ” are the days allowed to the “ charterer,” or 
“ freighter ” for loading and unloading a vessel ; “ dead 
freight ” is the payment exigible from a charterer who has 
failed to supply a full cargo in respect of the unoccupied 
space ; and “ demurrage ” is the sum payable for the deten- 
tion of a ship beyond the lay-days for loading and unloading. 

Prior to the vessel leaving port William Turner would 
effect an insurance in respect of the goods shipped to 
cover the risks of the sea voyage to India (see chapter on 
Marine Insurance). 

Before making out a shipping invoice Turner would have 
collected together the following documents : — 

(a) Invoice (three copies) from each supplier of goods. 

((&) The Railway Company’s invoice of carriage. 

(<?) The Dock Company’s charges note, 

(i) The Marine Insurance Policy. 

(e) The Shipping Company’s freight note. 

It is imperative that Turner should be in possession of 
each of these, as the Consignees must be charged with 
every item of expense, so that the Consignor may avoid 
selling the goods at a loss. A shipping invoice is made 
out in triplicate, and a specimen is given on the opposite 
page. 

William Turner would now proceed to fill in a form of 
“specification” and deliver it to the Statistical Depart- 
ment at the Custom House. This form is of two kinds, 
the one used to record goods of British or Irish origin 
being white in colour, while a pink-coloured form is utilized 
for recording particulars of goods of foreign origin. It 
gives details of the name of the ship, the port to which 
the goods are consigned, and their quantity, nature, and 
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value , and it is from these documents the retuins of the 
Board of Trade are compiled, showing our total exports to 


SM/PP/NO /A/VO/CP 
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various countries. The lodgment of the form of specifica- 
tion is compulsory within six days of the clearance outwards 
of the vessel. 

A specimen copy of a form of specification is given on 
the opposite page. 

In calculating the amount of freight chargeable to the 
shipper fine goods are charged by measurement, 40 cubic 
feet being reckoned as a ton, while heavy goods, such as 
metals, are charged by actual weight. It is evident that if 
heavy metals and similar goods were charged according to 
cubical contents, then 40 cubic feet would actually weigh 
much more than i ton, and consequently the shipowner 
would suffer a big disadvantage. Originally the captain 
of a ship made an additional charge for services rendered 
in connection with loading, such charge being known as 
Primage. Primage now takes the form of a 10 per cent, 
increase on the net freight charges and is made by the 
Shipping Company. 

We have now reached the stage where it is desirable to 
consider the financial relations between the home exporter 
and his foreign customer and the methods employed in 
settling their differences Such settling transactions are 
known as Foreign Exchanges^ although the term in its 
narrower sense is more often applied to the actual current 
rates at which the transactions are concluded. 

The transmission of gold bullion by the debtor to the 
creditor is a costly and inconvenient means of settling 
an international debt. If gold were shipped freight would 
require to be paid, a policy of insurance would require to 
be taken out to cover its probable loss in transit, and these 
costs would be in addition to the amount required to pay 
the actual debt. Traders very soon realized the expensive- 
ness and impossibility of paying all foreign debts in bullion, 
and as a result other and better methods were employed. 
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The principal means adopted of extinguishing foreign 
obligations was by the use of Bills of Exchange (B./E ) 
These represent documents of credit. Bills of Exchange 
(Foreign and Inland) have been fully dealt with in a 
previous chapter, and therefoie it is unnecessary that we 
should repeat our former remaiks here. 

However, it is advisable to further develop our treatise 
of “ Documentary Bills ” since this latter class of bill is 
principally used as a certain means of procuring the 
security of the shipper’s rights against the party to whom 
the goods are shipped. Thus the exporter may draw a Bill 
upon his foreign or colonial customer for the amount of the 
goods shipped, and if the Bill be one of the class called 
" Documentary Bills ” it will enable him to withhold from 
his customer’s possession of the goods until the Bill has 
been paid or accepted as the case may be. 

If a merchant in Bombay desires to obtain goods from a 
firm in London, to whom he is not sufficiently well known 
to warrant their giving him credit, it is not necessary that 
he should send cash with his indent or order ; that 
would mean parting with his money a month or two before 
he received the goods. He may request the London firm 
to draw upon him at, say, 30 days’ sight, against docu- 
ments, which is an undertaking to pay cash on delivery of 
the goods ; and the London firm may secure a consider- 
able advance from a banker on the production of the Bill, 
etc. 

As a practical example we will assume that Diabjee & 
Co., when forwarding their indent, instructed William 
Turner to draw upon them at 30 days’ sight (30 d./s.) for 
the amount of the invoice, in rupees, at a rate fixed by the 
Indian Bankers in London. Assuming this to be 1/4 
(that is one shilling and fourpence is the equivalent of one 
rupee) the sum in Indian currency is Rs.3347. i. o. (16 
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annas being the equivalent of a rupee) and the Bill was 
drawn in a set of three, the first only being stamped. 
Turner would now attach to each of the three Bills a copy 
of the Policy of Insurance, the B /L.'', and the Invoice. With 
these documents attached the B./E. is now known as a 
“ Documental y Bill.” 

William Turner would now hand the Documentary Bills 
to his bank for collection, and meantime the bank might 
advance to him a sura somewhat less than the value of the 
goods shipped to Diabjee & Co. The bank sends the Bill 
and documents to its foreign representatives at Bombay 
with a request that the Bill be presented to Diabjee & 
Co. for acceptance. Should Diabjee & Co refuse to accept 
the B /E. the bank will retain the Bill and documents, and 
consequently Diabjee will not obtain possession. If, 
however, the Bill is accepted the B./L. and other documents 
will be handed over, and as a result Diabjee & Co. can 
claim delivery of the goods. 

It often happened that a “ Letter of Hypothecation ” was 
also attached to the Bill whereby the bank was authorized 
to sell the goods should the Consignee refuse to accept 
the Bill of Exchange. Thus the bank was able to recoup 
itself from the sale of the goods for any advance made to 
the exporter prior to the shipment of the goods. However^ 
these are seldom used nowadays because of our quick 
means of communication, and should the Consignee refuse 
to accept the Bill the foreign branch of the bank would 
immediately cable for instructions, which would be forth- 
coming in a few hours’ time. 

Now, supposing William Turner had handed over the 
“ Documentary Bill ” to the bank he would probably receive 
an 8o per cent, advance on the Bill from the bank and that 
would obtain the use of part of the money even prior to 
the Consignee receiving the goods. The balance would b 
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paid when the bank had received intimation from its 
Bombay Branch that the Bill had been duly honoured by 
the Consignee. 

It will be seen that by this method, the forei^ Con- 
signee is not given credit, and cannot secure the Bill of 
Lading or the goods until he has actually paid the branch 
bank at Bombay the sum stated upon the Bill of Exchange. 
He may, however, secuie the goods earlier by returning 
the Bill under rebate — he may pay cash at any time before 
the Bill is due, and the bank will make an allowance by 
way of rebate of interest from the time of payment to the 
date of maturity. The Bank in London quoted a rate of 
exchange which compensated them for making an advance 
at the time of shipment, reckoning interest from that date 
until the due date of the Bill ; hence they will refund part 
of this interest if the amount be repaid to them at an 
earlier period. 

In some cases arrangements are specially made with the 
bank to deliver to the Consignee the Bills of Lading upon 
his acceptance only, the London merchant being content 
to bear the risk of dishonour after the Bill has been 
accepted. 

Another method is to forward the goods direct to the ' 
foreign customer, leaving it to him to remit a B./E. payable 
in* London, but this implies confidence in the customer 
and an abundance of capital. Such Bills of Exchange are 
generally purchased from a foreign or colonial bank having 
an office or Agent in London, and are mostly bankers’ 
drafts, the drawer and drawee being practically the same 
person. 

It has been shown that the bankers make large 
advances upon, that is, they practically buy, the Bill of 
Exchange before its acceptance by the drawee, their 
security being the signature of the drawer, plus the 
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possession of documents of title to the goods. This course 
is pursued largely in exporting goods to distant countries. 

Where goods are exported to countries not far removed, 
a Bill may be drawn upon the Consignee and forwarded by 
post for his acceptance and return. It may then be taken 
to a Bill Broker or Discount House, and discounted with, or 
sold to, them. The Bill Broker will not have possession of 
any documents of title, but he has a double security, 
namely, that of drawer and drawee, both of whose 
signatures are appended to the Bill 

By whichever method the export trade is financed, it 
results in payments being made by London bankers or 
financial houses, and cash received by their Agents abroad ; 
and although these institutions preserve the same aggre- 
gate balance, their local balances are disturbed, those 
abroad receiving considerable additions, and those at home 
being seriously deplenished. A means of redressing this 
disturbance is provided by the financing of the import 
trade, which is dealt with in the following chapter. 



CHAPTER VI 
FOREIGN TRADE 
Importation 

In the previous chapter we pointed out the universal inter- 
dependence of countries as regards the exchange of com- 
modities The result of this is that countries do not only 
send out goods to other countries requiiing them but also 
receive goods from these countries in satisfaction of their 
own requirements The act of receiving goods in this 
fashion is called importation. No country can produce to 
satisfy its own requirements and every country is therefore 
compelled to import goods. 

The Governments of the various countries are well 
aware of this economic requirement, and upon the principle 
is based one of their sources of revenue. Thus we find 
that in many cases before a Government will permit goods 
to be imported into the country a certain duty is imposed 
upon them, such^duty being utilized for governmental pur- 
poses. As a result of this method of collecting revenue a 
certain protection is afforded home producers and manu- 
facturers in competition with foreign producers and manu- 
facturers on the home markets, and in many instances 
the tax is so exorbitant that foreign competition is com- 
pulsorily excluded. Where all imports are taxed the 
country is known as a Tariff country, while the schedules 
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of duties are termed iarij^s A Free Trade Country, on 
the other hand, is one where tariffs are not levied unless 
under special circumstances and in connection with par- 
ticular classes of goods. Great Britain falls under this 
category. 

The trade of Britain, however, is not entirely “free,” 
since duties are imposed upon certain imported com- 
modities. This duty is termed Customs Duty, and is levied 
in respect of the following articles : — 

Beer, Chicory, Chloral Hydrate, Chloroform, Cocoa, 
Coffee, Collodion, Dried Fruits, Ether, Ethyl, Naphtha, 
Inlaying Cards, Preserved Fruits, Sugar, Tea, Tobacco, and 
Wine. 

The second kind of duty is known as Excise Duty, or 
Inland Revenue Duty. It is raised by taxing certain com- 
modities manufactured inside the United Kingdom, such 
as Beer, Chicory, and Spirits. 

If duty is levied at a percentage of the market value of 
the article taxed it is termed an ad valorem duty (accoiding 
to value), but where the duty charged is at a stated rate 
per unit of weight, volume, or measurement, it is called a 
specific duty, 

A trader may import goods for any one of the following 
purposes, viz. — 

(1) Home consumption ; or 

( 2 ) Re-exportation. 

When imported goods have been utilized for home 
consumption customs duty is chargeable if the articles fall 
within the above-mentioned list, but if the goods have been 
imported to be immediately exported the customs duty 
paid is returnable, and is known as Customs Drawback 

Excise Drawback is the term used to define the return 
of excise duty paid in respect of excisable goods manu- 
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factored at home, but instead of being utilized for home 
consumption have been exported. 

In the following example the procedure necessary for 
the importation of goods is given and should be closely 
followed by the student. 

W, Aibuthnot, a squatter in New South Wales, as a 
result of shearing, etc., became the possessor of foity bales 
of wool, each of which was marked with his distinctive 
\W.A./ 

mark, N.N<^S. and numbered from one to forty. The 


bales were forwarded to Sydney and shipped on board 
the s.s. Wooloomooloo. The total weight of wool was 
12,000 pounds, and W. Arbuthnot drew a bill for £'^00 
(representing sixpence per pound on the total weight) upon 
his Agent, James Duncan & Co, in London, at sixty days 
after sight. The fact that the Bill was drawn at sixty 
days after sight would allow for the sale of the wool prior 
to the maturity of the Bill. 

We will now assume that the s.s. Wooloomooloo has 
arrived off London, and from this juncture it is necessary 
to follow closely the required procedure prior to the dis- 
charge of the goods. The s.s. Wooloomooloo having come 
from a foreign country would not be permitted to have 
communication with the land until it had been ascer- 
tained from the Master or Surgeon by a Customs Officer 
that no cases of infectious disease were aboard, such 
as Yellow Fever, Smallpox, Cholera, Plague, etc., and the 
number of deaths (if any) that had taken place during the 
voyage. If a “ clean bill of health ** is not shown no one 
is allowed to come ashore, and the ship is ordered to 
quarantine station for inspection. Should there be no 
infectious cases on board, the ship would be allowed to 

M M.B. G 
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immediately proceed to the unloading berth to discharge 
her cargo. 

When the s s. Wooloomooloo had been berthed the 
Mastei would, within 24 hours of arrival, report such arrival 
to the Collector of Customs. A Customs Officer is sent 
aboard for the purpose of ascertaining the value of dutiable 
goods carried by the ship, and before these can be taken 
ashore. The act of the officer in searching for dutiable 
goods is known as “ rummaging the vessel. 

It often happens that the parties entitled to receive 
dutiable goods cannot pay the duty payable thereon when 
the ship arrives. The Customs Officials, therefore, will not 
peimit the goods to be handed over to these parties, but 
instead will hold the goods until the duty can be paid. 
Consequently, such goods are “ warehoused,^’ that is, placed 
in a warehouse or store foi safe custody under the direct 
supervision of the Customs Authorities. These warehouses, 
although owned by Limited Companies, are jointly con- 
trolled with the Customs Officials, and the proprietors 
guarantee the proper conduct of the stores by depositing 
large sums of money with the Government. As a conse- 
quence of the “ bonds ” given by the owners of the ware- 
houses to the Government, the buildings are known as 
“ bonded stores.” 

It should be clearly understood, however, that although 
goods are in a bonded warehouse they may be dealt with, 
eg., weighed, mixed, sorted, packed, etc., just as if they 
were on the owner’s premises. The only restiiction is that 
the goods will not be permitted to be taken from the 
premises until duty has been paid. The owner will be 
allowed to pay duty in respect of a portion of the goods, 
but the Customs Officers will only permit the withdrawal 
of such pottion in respect of which the owner has paid 
duty. 
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We Will now assume that the s.s. Wooloomooloo has been 
berthed at the Royal Albert Docks and that the Dock 
Company were requested to land the wool and store it 
in their warehouse awaiting sale. The Dock Company 
would weigh, mark, and closely examine each bale, the 
information thus obtained being entered on a Dock 
Landing Accoimt. Should the goods have been damaged 
this fact would also be entered, and should a claim to be 
indemnified by the Insurance Company arise the above 
document together with a Certificate of Snrvey given 
under the hand of a Surveying Officer would be brought as 
evidence. 

Alter the bales had been weighed samples would be 
taken from each and handed to the Broker who had been 
entrusted with the disposal of the wool at the next wool 
sales. It should be noted, however, that the Dock 
Company would not be liable for the loss of the wool by 
fire while in their warehouse, and consequently it would be 
necessary to take out a short period Policy of Fire Insurance 
with one of the London Companies. In addition to taking 
out the above Policy of Insurance, James Duncan & Co. 
also paid the freight on the wool from Sydney to London, 
as well as the charges made by the Dock Company, who 
then issued what is known as a “ Dock Warrant.” A Dock 
Warrant is a document of title to the goods which can only 
be secured upon the production of such Warrant, duly 
endorsed by the person in whose name it is made out. 
The property in the wool would be transferable by endorse- 
ment to the order of the purchaser. 

Wool, of course, may be sold direct to the manufacturer, 
in which circumstances a Broker is not required, but in this 
case we have assumed the appointment of a Broker for the 
general information of the student. The Broker would at 
once proceed to advertise the sale of wool in his catalogue. 
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Sales of this description usually take place at the “ Wool 
Exchange/’ where nearly all the wool that arrives at the 
Port of London is sold periodically by auction. Buyers of 
wool from all the principal centres in Britain and the Con- 
tinent would congregate at the wool sales-room, and having 
formerly examined the samples would bid against each 
other for the forty bales offered. All the forty bales of 
wool would not exhibit an even quality of fineness, and 
therefore the wool, if an inferior quality, would be packed 
separately. Assume, however, that a sale was effected, a 
prompt date fixed for payment, and then, in exchange for 
the purchaser’s Cheque, the Dock Warrant was handed to 
him. He could now proceed to uplift the goods from the 
Dock Company’s warehouse. 

It will be remembered that W. Arbuthnot, before 
shipping the wool, drew a Bill for ;^300 on James Duncan 
& Co., their London Agents, in respect of the shipment. 
W. Arbuthnot would have discounted the Bill with his 
bankers in Sydney, who in turn would have forwarded the 
Bill to their London Branch for James Duncan & Co’s 
acceptance of payment. The Bill would then be met from 
the proceeds of the sale. If it were retiied before maturity 
the London Branch of the Australian Bank would allow 
a rebate of interest to Duncan & Co. for the period from 
the time of retiring it to the due date, because the 
Australian Bank had charged W. Arbuthnot with interest 
up to the date of maturity. 

Duncan & Co. would now prepare an Account Sales 
(A,/S ) showing the ^ross proceeds of the sale, and deduct- 
ing therefrom freight, fire insurance, dock charges, sale 
expenses, and brokerage, and their own commission and 
advances, leaving a sura (the net proceeds) to be handed 
over to the Australian Branch Bank. A portion of the 
proceeds paid in would be utilized in meeting the Bill 
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drawn by W. Arbuthnot, and a Draft on the bank at 
Sydney, would be obtained for the balance. This Draft, 
together, with the Account Sales, would be forwarded to 
W. Arbuthnot in settlement of his account. 

This is but one of several ways of financing the import 
trade, and serves to show that cash is paid out by the 
foreign and colonial branches of the banks and received by 
their London offices, which is exactly the reverse pro- 
cedure adopted in financing the export trade. 




MARINE INSURANCE 


INTRODUCTION 

The total value of the exports and imports of the United 
Kingdom for the year 1919 exceeded ^2,594,000,000, and 
a very large proportion of the goods represented by this 
vast sum was insured in England, either by Lloyds’ Under- 
writers, or by the several marine insurance companies 
whose central offices are situate in London. 

Almost every industry is concerned with shipping and 
marine insurance, and yet the latter is almost an unknown 
quantity to merchants who insure, and has not, until quite 
recently, found a place in the higher commercial education 
system of this country. 

The importance and the general lack of knowledge of 
this subject have been recognized by the London Chamber 
of Commerce, with the result that it now forms a distinct 
part of their syllabus of the “ Methods and Machinery of 
Business.” 

It is a subject, too, full of interest, but of a technical 
character ; and in addressing this work to commercial 
students, the object has been to avoid technicalities as 
far as possible, and to present marine insurance in an e^sy 
and interesting manner. 



CHAPTER I 


AFFREIGHTMENT 

Freight is the term given to the earnings by a ship- 
owner from the employment of his ship to carry goods, 
and the contract into which he enters with the shipper 
is called a contract of affreightment. Such contracts may 
be divided broadly into two classes : (i) where the ship- 
owner hires out the whole of his ship or a substantial part 
of it to one merchant ; (2) where he employs his ship as a 
general ship, ie., he gives public notice that his vessel 
is making a specific voyage, and he invites merchants to 
offer cargo for carriage. In the first case the terms of the 
contract are usually set forth in a document called a 
charter party ; in the second, {d) in the absence of express 
contract the shipowner becomes a common carrier by sea 
subject to the common law ; {b) the conditions of carriage 
may be set forth in sailing bills, this being often done for 
voyages between ports within the British Isles ; {c) a con- 
tract may be made verbally or in simple writing, binding a 
merchant to ship a definite quantity of cargo and the ship- 
owner to accept it for carriage subject to the terms and 
conditions of the shipowner’s usual bill of lading. 

A Chm'ter Party contains the terms of the contract under 
which a shipowner hires out his ship to a merchant, who is 
called the charterer, and the document is' signed by both 
parties or by authQri2ed agents. A voyage charter is one 



AFFREIGHTMENT 


where the shipowner engages to carry a certain- quantity of 
cargo from one specified port to another and is paid a 
fixed freight, no more and no less, whether the ship 
makes a fast passage or a slow one. A time charter is 
one where the charterer hires a ship for a period of time, 
say six months, paying a fixed sum per month ; the 
charterer must pay the hire promptly each month, and can 
use the ship as he pleases within the limits of the conditions 
in the charter party. 

Although the whole of the cargo space of the ship is at 
the disposal of the charterer, the vessel generally remains 
under the control of the owner’s captain, and the provisions 
and ship’s stores, as well as the wages of the crew, are paid 
by the shipowner. If the freight agreed upon, as the con- 
sideration for hire, be not payable until the ship reaches 
her destination, the captain may there demand it before 
delivering the cargo. The owner of a ship has a “lien ” on 
all goods he carries for the amount of freight due ; that 
is to say, he has a right to retain possession of goods of 
which he is not the legal owner until payment of a debt 
due to him for the conveyance of the goods. Where a 
ship is chartered for a voyage, the time occupied is of 
considerable moment to the owner, as it keeps from him 
the use of his ship. So far as time occupied in proceed- 
ing from one port to another is concerned, that is a matter 
under the control (as far as it is possible of control) of his 
captain, but the number of days to be occupied in un- 
loading and loading at a port is affected by the arrange- 
ments of the charterer, who may not have the goods ready 
at hand for the loading, and may require, therefore, to 
detain the ship for some time. There must be time 
occupied in loading and unloading, but an unreasonable 
detention deprives the owner of the use and profit of his 
ship ; and to prevent any difficulty at a later date, a 
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charter party usually states the number of “lay-days” 
allowed. 

Lay-days are the days allowed to the charterer within 
which the loading and unloading of the cargo must be 
completed, and they may be specified in the charter party 
in many ways, such as, running days, working days, 
weather working day, 500 tons per day, according to the 
usual despatch of the port, etc. All of these terms and 
other similar ones have a definite meaning attached to 
them from various decisions of the courts. Demurrage is 
the compensation provided by the charter party, payable 
by the charterer to the shipowner, for detention of the ship 
beyond the lay-days. The compensation is usually a 
certain sum per day for a specific number of days, and if 
the demurrage days are exceeded, then the additional 
amount ^which can be claimed by the shipowner is his 
proved damages. 

Common Carrier by Sea . — “ Every shipowner who carries 
goods for hire in his ship, whether by inland navigation, 
or coastways, or abroad, undertakes to carry them at his 
own absolute risk, the Act of God, or the Queen’s enemies 
alone excepted, unless by agreement between himself and 
a particular freighter on a particular voyage, or on par- 
ticular voyages he limits his liability by further exceptions ” 
This statement clearly defines the liability of a shipowner 
who publicly offers his ship for the carriage of goods for 
hire. Every carrier by sea has, however, the right of con- 
tracting himself out of his very onerous responsibilities 
under the common law, and he usually does so by notify- 
ing publicly that he carries goods by special agreement 
only and subject to the terms and conditions printed on 
his sailing bills or in his usual form of bill of lading. 

A Bill of Lading is the document most commonly met 
with in connection with the carriage of goods by sea, and 
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is often used! even where there is a charter party. It is 
threefold in character, being (i) a receipt given by a carrier 
for goods accepted for carriage; (2) if not the actual 
contract of carriage, at least excellent evidence of it, espe- 
cially when goods are carried in a general ship ; (3) a 
document of title to the goods designated therein. 

The Recei'^t . — The bill of lading commences invariably 
with a statement establishing the condition of the packages 
when they were handed over to the shipowner and accepted 
by him for carriage It usually reads : “ Received for 
shipment in apparent good order and condition,” or 
“Shipped in good order and condition.” Such a bill of 
lading is called a “ clean ” one, and any merchant to whom 
it is transferred is entitled to rely on this statement. The 
receipt may, however, be qualified by a written or stamped 
clause stating some defect in the condition of the packages, 
such as “frail packages,” “bags stained and caked,” 
“ bairels recoopered ” Any such clause on a bill of lading 
will protect the shipowner from claims for damage or loss 
arising from the defect m the packages when they were 
originally handed to him. Shipowners are sometimes 
asked not to qualify the clean receipt in the bill of lading, 
and are offered by the shippers a letter of indemnity 
agreeing to reimburse them for all claims which they may 
have to pay to the consignees for damages arising from 
the defective condition of the packages on shipment. 
Such letters of indemnity are not usually accepted, unless 
for very trifling defects, as the clean receipt on the bill of 
lading would not then be a true statement of fact, and it is 
questionable if such an indemnity would be upheld in a 
court of law. 

The Contract — The contract of carriage is really com- 
plete when the shipper makes a booking, either verbally 
or in writing, with the steamer’s agents for a certain 
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amount of space ; the shipper agrees to provide a certain 
quantity of cargo, and the steamer’s agents agree to receive 
and carry it to the agreed destination for a specified freight 
subject to the terms and conditions of their form of bill of 
lading. The ship is bound to carry the goods safely, and 
to delivei them at the port of discharge “in like good 
order and condition ” ; but the bill of lading sets forth 
many happenings which may excuse the ship from failure 
to do so. By accepting the bill of lading the shipper 
agrees to and is bound by its terms, which generally 
exclude liability on the part of the shipowner for damage 
to cargo caused by perils of the sea, enemies, pirates, 
robbers, restraint of princes, rulers, or people, riots, strikes, 
stoppages of labour, heating, frost, decay, insufficiency of 
packages, and many other things, some bills being so 
worded as to exclude almost any liability whatever. In 
many trades, however, the shipowner now agrees the 
clauses in his bill of lading with trade associations repre- 
senting the merchants, and these documents, in recognition 
of the fact that the sending to sea of a ship and cargo is a 
joint adventure in which the shipowner risks his ship and 
the merchant his goods, apportion the incidental risks of 
damage and loss more or less equitably between the two 
parties. 

The Title . — Section i of the Bills of Lading Act, 1855, 
provides : “ Every consignee of goods named in a bill of 
lading, and every indorsee of a bill of lading, to whom the 
property in the goods therein mentioned shall pass upon 
or by reason of such consignment or indorsement, shall 
have transferred to and vested in him all rights of suit, and 
be subject to the same liabilities in respect of such goods 
as if the contract contained in the bill of lading had been 
made with himself.” By the custom of traders a properly 
endorsed bill of lading had become a document of title 
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enabling the holder to claim and take possession of the 
goods described therein, but he had no title to sue the 
carrier under the contract of carnage made with the shipper ; 
section i of the 1855 Act lemoved this disability and 
gave the consignee or indorsee who had become the 
owner of the goods, the same rights and liabilities as the 
consignor or shipper named in the bill of lading. It must 
be carefully noted, however, that a bill of lading has not 
the privileges of a negotiable instrument , the holder or 
indorsee cannot acquire a higher title than the party from 
whom he received the document, and any competent defence 
which the shipowner could make against a claim of the 
consignor under the contract can be equally made against 
the consignee or indorsee. Where a bill of lading is 
consigned to order ” of the shipper, he can transfer it by 
indorsement and delivery, and where it is consigned to a 
named consignee he can do likewise. If a bill of lading 
has already the simple indorsement of the shipper or the 
consignee respectively, it can be transferred from merchant 
to merchant by simple delivery without further indorse- 
ment until it is produced to the steamer’s agents for delivery 
of the goods. The last clause in the bill of lading reads thus : 

“ In witness whereof the master hath affirmed to bills 

of lading, all of this tenor and date, any one of which being 
accomplished the others to stand void.” In the blank space 
is filled in the number of bills which have been signed, 
as they aie issued in sets ; a set may consist of any number 
of bills, but usually of three, and every bill of the set must, 
if issued in the United Kingdom, bear a sixpenny stamp. 
The set of bills of lading constitutes the complete title to 
the goods, and the shipper is entitled to receive all of them 
from the shipowner. All the bills of the set are exactly 
alike and are indistinguishable one from another ; they can 
be sent by different mails to the consignee so that if one 
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meets with delay another will arrive and enable the con- 
signee to obtain delivery of his goods, any one of the set 
presented to the steamer’s agents being sufficient to obtain 
delivery. It should be noted that unstamped, unsigned 
copies of bills of lading retained by the steamer’s agents 
for their own use do not form part of the set 

Probably no two other documents are so little under- 
stood by the average man who habitually handles them as 
a bill of lading and a marine insurance policy. In the 
one he contracts with the shipowner or shipbroker for the 
conveyance of his goods on stated conditions of which he 
knows little ; in the other he contracts with the under- 
writers to insure his goods against certain perils, without 
quite knowing what penis he is insured against Pie has 
an idea that one or the other must be liable for all his 
losses, and, if this be so, he need not concern himself 
about the conditions of a bill of lading. But it may happen 
that, by an expiess condition of the bill of lading, he has 
contracted away some usual rights against the shipowner 
without being adequately protected by the terms of his 
insurance policy. For example, a shipowner is usually 
responsible to a shipper for the pilferage of goods whilst in 
his possession (and pilferage is now a very common cause 
of loss), yet some modern bills of lading place this risk 
among the exceptions, as to which it is agreed the ship- 
owner is exempt from all liability An ordinary policy of 
marine insurance does not cover the risk of pilferage, and, 
unless it be specially embodied in the policy the under- 
writers are not liable for any loss arising from this cause. 

Even where the merchant specially insures against loss 
from theft, pilferage and non-delivery, the underwriter will 
not assume liability for more than ys per cent, of the loss 
from these causes, the object being to make the shipper 
and the shipowner much more anxious to locate the place 
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where a loss has taken place and to take steps to prevent a 
recurrence. If a shipper cannot recover the whole of his 
loss from the underwriter as formerly, he will bring much 
greater pressure to bear on the shipowner to compel him 
to take effective steps to minimize these losses which have 
assumed such very serious dimensions. 

Few shippers care to take upon themselves the risks 
incidental to the conveyance of their goods by sea, hence 
the large volume of marine insurance business in lespect 
of cargo ; and only a very limited number of shipowners are 
content to bear the risks to which their vessels are so 
constantly exposed, hence the magnitude of the insurance 
on ships. Even freight-owners, whether shipowners or 
charterers, prefer to pay a modest premium to secure their 
freight, rather than risk the loss of freight which would 
attend a loss of cargo. 

If w'e look at the exceptions clause of a bill of lading 
we shall find that the risks enumerated therein correspond 
fairly with the iisks mentioned on a policy of insurance, 
as those which the underwriters are contentedj to bear and 
do take upon themselves. Where they exactly agree, the 
shipper has complete indemnity. 

Complete indemnity, or complete recompense for losses 
sustained, is what the owner of ship or cargo or freight 
usually desires ; and the measure of his indemnity as 
against all and every other person, whether under con- 
tracts of affreightment or msuiance, will be discussed in 
the following pages. 

Even where the liability of a shipowner is beyond 
dispute, there is a limit to its extent. The Merchant 
Shipping Act, 1894 (a), enacts that the full measure of 
a shipowner’s liability in respect of goods carried shall 
not be greater than a sum equal to per ton of his 
(«) 57 & 58 Vict. cb. 60, &. 50-}. 
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ship’s register toanage adjusted as provided in the Act. 
If valid claims were made, amounting m the aggregate 
to ;^i 2,000, and the tonnage of the ship were 1200 tons, 
the total sum payable by the shipowner would be but 
^^9600 , and this £<^600 would be distributed pro rata 
among the claimants, each receiving 80 per cent of 
the amount of his proved claim. Where there is loss of 
life or personal injury in conjunction with loss of goods, 
the position of the cargo-owner is even less secure. The 
addition of claims for loss of life or personal injury 
increases the liability of the shipowner from to ;^I5 per 
ton, but, as will be seen by the following example, the 
cargo-owner may be a greater sufferer by reason of the 
inclusion of such claims. In apportioning the total sum 
payable by the shipowner, £j per ton will be set aside for 
the benefit of life or personal injury claims, and any 
balance of those claims will rank equally with property 
claims on the remaining ;^8 per ton. 

Loss of Property or Cargo only. 

Total value of proved claims .... ^12,000 
Liability of shipowner — 

1200 tons at jTS per ton . . . 9600 

Claimants receive or 80 pei cent, of then claims. 


Loss of Life and Pi operty. 

Total value of proved claims — 

For loss of life, or personal injury . . . ^io,ooo 

For loss of property 12,000 


Liability of shipowner — 

1200 tons at ;^i5 per ton . 


. 1 8,000 
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APPORTIONMENT 

Claims Allotted to 



Life. 

Pioperty. 

10,000 Life claims, etc. 

8400 per ton apportioned to life 

£ s. d 

d. 

claims ..... 

1600 Balance of life, etc., claims, Jfths 
apportioned .... 
12,000 Property claims, ffths apportioned 

13,600 Claims on a liability of £<^(>00 

(£8 per ton) = ffths, or 70 59 

per ( ent . ... 

8400 0 0 


1129 8 3 

8470 I I 9 

£ 

00 

8470 I r 9 


Piopeity claims receive only 70'59 pei cent , instead of So pei cent., 
as in the former instance. 


Claims will only be admitted if the loss be one for which 
the shipowner is liable, according to law and the conditions 
of the contract of affreightment. 

We have already shown that under the Common Law a 
carrier by sea is exempt from liability for loss occasioned 
by the Act of God or the King’s Enemies. This exemp- 
tion has been extended by statute and it is provided in the 
Merchant Shipping Act, 1894, that the owner of a British 
sea-going ship or of any share therein is not liable for any 
loss or damage whatever, happening without his fault or 
privity, to any goods on board his ship by reason of fire, 
or for theft of any gold, silver, diamonds, watches. Jewels 
or precious stones, put on board his ship, unless their true 
nature and value have been disclosed in writing at the time 
of shipment. Facing page 70 we have given a form of bill 
M.M.B. H 
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of lading, but it must be borne in mind that every ship- 
owner has his own form and often separate forms, differ- 
ing materially in their terms, for each trade, so that no 
question of liability in a particular case can ever be decided 
without reference to the actual bill of lading under which 
the goods were carried. 

But let us refer to the /acsimile of the bill of lading, 
to determine which of the perils to which goods may 
become exposed are, and are not, at the risk of the ship- 
owner according to the terms of this particular bill of 
lading. 

The perils and dangers to which they may become 
exposed during the voyage may be classified as perils 
which do, and perils which do not, arise from the actions of 
individuals. 

The perils which do not so arise, but are due to other 
causes, include storm, lightning, wind, waves, seas, and 
fire, losses arising from all of which are recoverable under 
an ordinary insurance policy ; and also improper stowage 
and the depredations of rats or other vermin, for which 
the shipowner and not the underwriter is often responsible. 

Perils which arise from the actions of individuals who 
are on board the vessel in which the goods are carried, 
include jettisoning (throwing overboard) or otherwise 
sacrificing the goods for the common safety, the loss being 
recoverable in general average under the policy (see 
Chapter IL) ; barratry of the master or mariners, insured 
in an ordinary policy ; and pilferage, or clandestine theft, 
for which the shipowner is liable. 

Perils which arise from the acts of persons not on board 
the ship include pirates, a risk covered by the policy; 
enemies, takings at sea, restraints and detainments of 
kings, princes, or peoples, etc. ; these being at the risk of 
the underwriters unless declared ‘'free of capture and 



AFB'REIGHTMENT 


99 


seizure,” and as to which no liability attaches to the 
shipowner. 

Before it can be determined who is liable for a loss (the 
shipowner or the underwriter), the cause of the loss must 
be ascertained, and the process of arriving at the primary 
cause may be attended with difficulty. The immediate 
cause may very well be the effect of an anterior cause, 
which was produced by another cause, and so on, and to 
discover the first cause would entail great care and research, 
as the further we go back the greater will be the degree of 
uncertainty. There is, however, one golden rule to guide 
us. The immediate or nearest cause, or proximate cause, 
or causa proxima^ is the cause to which the loss shall be 
attributed, and a simpler rule could not be found. Fortu- 
nately, too, this rule admits of no exception, even where 
abundant proof of a previous cause exists. The well- 
known case of rats gnawing the pipe leading from the 
bath-ioora of a ship, and so admitting sea-water into the 
hold, to the detriment and damage of some of the cargo, 
is a proof of the absoluteness of this rule. Damage to 
cargo, if caused by rats, is a risk of the shipowner and 
not of the underwriter ; whereas damage caused by sea- 
water is a risk of the underwriter. The immediate cause 
of the damage was sea-water; the remote cause, the 
rats which gnawed a hole in the pipe. The court decided 
that sea-water was the cause of damage, that it arose 
directly from the action of the sea, and the underwriters 
were held liable. 

The general principle of the doctrine of caitsa proxima is 
intelligible enough>ndJs easy of application in many cases, 
but it is well to beware of a too literal interpretation of it. 
One must not, in searching for a proximate cause, merely 
take the question of time into consideration ; regard must 
be had to the cause which in efficiency really caused the 
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loss, although there may have been contributing factors 
more proximate In time which served to precipitate it. 
The circumstances of each case must be considered and 
the question is one of fact. 

The captain or master of a ship is primarily the agent 
of the shipowner ; he may also act in the capacity of agent 
of the charterer, and, under special circumstances, become 
virtually the agent of the cargo-owner His powers are 
very extensive If, in consequence of damage to his ship, 
and the impossibility of his continuing his voyage, he puts 
into some port to effect repairs, he may practically pledge 
his ship to provide funds for such repairs, giving a bottomry 
bond — a mortgage of his ship — to become due and payable 
if and when she arrives at her port of destination He 
may even pledge cargo as well as ship in this manner if 
neccvssary, and the bond is then termed “Respondentia.” 
The circumstances under which this was often done 
formerly seldom obtain nowadays, and there are few 
ports from which he cannot communicate with his owner 
by cable. A captain may, under stress of circumstances, 
sell pait of the cargo ; as, for example, where it is of a 
perishable nature, and his enforced detention at a port of 
refuge is of so lengthened a character that the goods would 
perish before arrival at the port to which they were 
consigned, {b) 

, {b) It is necessary to exercise the utmost care in this case to ascertain that a 
sale IS an immediate necessity ; and, if possible, the master must communicate 
with the cargo-owner, and should the latter refuse to allow the goods to he 
sold, however^unreasonable he may be, the master has no right to sell them 
On this subject see The Ausii atasian Steam Navigation Co v Moi se 
I. R 4 P. C. 222 j and Acatoi v. Bums (1878), 3 Ex. D. 282. 



CHAPTER II 

GENERAL AVERAGE 

From the earliest times, ages before the introduction of 
marine insurance, a law of “general aveiage” was in force 
among maritime nations.(^2) It was recognized that the 
master of a vessel must be empowered to throw overboard 
any portion of the cargo, or part of the ship, where such a 
sacrifice of part of the property was needed in the interest 
of the whole Where circumstances have arisen which 
place the whole adventure in great jeopardy, and the only 
means of saving a part is by casting overboard another 
' part, the sacrifice is justifiable. But it would not be equit- 
able for the person whose goods were jettisoned (thrown 
overboard) to bear the entire loss ; his loss should be 
neither greater nor smaller than that of all other persons 
concerned in the adventure. The ship itself and the 
remainder of the cargo have been saved by this sacrifice, 
and their owners must recompense the owner of the jetti- 
soned cargo. Primarily, the loser will look to the captain 
for this recompense, and the captain must collect from the 
other cargo-owners their proper contribution. 

The principle is contained in the old maxim : “ That 

(a) The principle of a “general average” contribution is derived from the 
ancient law of Rhodes, being adopted into the Digest of Justinian, and the 
•wisdom and equity of the rule will do honour to the memory of the State from 
whose code it has been deiived, as long as maritime commerce shall endure — 
Abbot’s “Merchant Ships and, Seamen,” 
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which has been given for all shall be replaced by the con- 
tributions of all,” and as “He who claims equity must 
render equity,” the owner of the sacrificed cargo must bear 
his proportion of the loss along with the rest, otherwise the 
person whose cargo was sacrificed would be in a privileged 
position in that he would receive the full value of his 
interest from the others, while they would have the realized 
value of their interest reduced by the amount of their 
contribution to him. 

As originally general average applied only to cases of 
jettison, and this is the simplest form known, we will give 
an example of its application. 

A ship was valued at ;^20,ooo, and had on board goods 
belonging to several owners, as follows, viz. A., 20 packages 
valued at £ 1000 ; B., 50 packages valued at £ 2000 ; C, 
yo packages valued at ;i^3000 ; D., 40 packages valued at 
;!^iooo; E., 100 packages valued at £ 2000 ; and F., 15 
packages valued at ;^iooo. 

During a storm which had arisen and driven it out of 
its course, the ship grounded, and the captain recognized 
that the only hope of safety lay in jettisoning some of the 
heavier cargo, so that the ship, being rendered much 
lighter, might float on the incoming tide. He jettisoned 
the fifteen packages belonging to F., the vessel was re- 
floated, and in due couise reached her port of destination. 
Before he would release the goods belonging to A,, B., C., 
D., and-E., he required from them the several sums due on 
account of general average, but as the ascertainment of 
the exact sums would require time and labour, he took 
from each of them a certain sum, together with their bond 
for the payment of the balance. This is known as an 
“average bond.” The work of adjusting the loss was 
placed in the hands of an “ average adjuster,” who prepared 

statement, showing (i) the total value of the whole 
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adventure ; (2) the loss occasioned by the jettison ; (3) the 
proportion the loss bore to the total value ; (4) the appli- 
cation of that proportion to all interests concerned, showing 
the amount payable on account of each. 

(i) Value of ship .... ;^20,ooo 

Value of cargo — £ 

A ’s cargo . . 1000 

B ’s „ . . . 2000 

C ’s ,, . . . 3000 

D ’s „ . . . 1000 

E. ’s „ ... 2000 

F. ’s „ ... 1000 

10,000 

Total value of adventure . . ;^30,ooo 

(3) Loss occasioned by the adventure ;^iooo 

(3) .^looo loss on a total of ;^3o,ooo 

represents a loss of sj- per cent , 

or £3 6'*’ 8^ on each £ioo. 

(4) Proportion to be boine by the 

various interests — £ s. d 

Shipowner, 3^ pei cent on £20,000 = . . 666 13 4 

Cargo owners : — £ s. d, 

A. 3^ per cent, on ^1000 = 33 6 8 

B. „ ;!^2ooo = 66 13 4 

C. „ .^3000 = 100 o o 

D. „ ;^iooo = 33 6 8 

E. „ ^2000 = 66 13 4 

F. „ ;^iooo = 33 6 8 

333 6 8 

£ rooo o o 

F. will therefore receive ;^iooo less the amount of his 
contribution to general average, ;^33 6 s. 8 d, his net receipt 
being £g 66 13J. 4 d. In proportion to the value of his 
interest, he suffers exactly the same as those whose goods 
were saved. 
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In the foregoing example, the question of freight is not 
treated separately, eveiy shipper being piesumed to have 
I^aid freight in advance, and to have included its cost in the 
value of his goods. Where, as is very general, freight is 
payable at destination, the ship, cargo, and freight are 
taken into account 

The principle of general average having been recognized, 
its application has been extended to all losses which are 
occasioned by a sacrifice of part for the benefit of the 
whole, and this extension includes a variety of losses other 
than jettisons. One very common form is the sacrifice of 
goods by damage from water in the extinguishment of a 
fire on board ship. Wheie there is fire in one of the 
holds of a ship, the captain may cause water to be pumped 
into that hold to put out the fire, and m so doing the water 
may damage goods which are not on fire as well as those 
which the fire has reached. In such a case, when the 
water has served the purpose of extinguishing the fire, it 
will be pumped out of the hold, and upon the arrival of the 
ship at its destination, each package will be scrutinized , 
the damage to those which bear any sign of fire will not 
be recoverable in general average, as they were in no sense 
sacrificed ; but any water-damage to goods which had not 
been touched by fire will be made good in general average, 
as they were damaged on behalf of the general safety, 

A ship may, owing to untoward circumstances, be so 
long delayed upon her voyage that she runs short of coal, 
and, for the purpose of getting her to a coaling port, the 
captain may have recourse to consuming part of the cargo 
as fuel. Provided that she started from her last port of 
call with a reasonable supply of coal, the loss of the cargo, 
consumed as fuel must be made good in general average, 
as it was a sacrifice made in the general interests of the 
adventure. 
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Expenses incuired by the captain for the general safety 
are also recoverable under this heading. Damage to a 
propeller may render a ship so unmanageable as to be 
quite helpless, and necessitate the employment of a tug or 
other vessel to tow her to a port of repair, in which case 
the cost of towage and inward port dues must be borne 
proportionately by all interests concerned. The application 
of general average to expenses incurred after the anival 
at the port, depend upon the circumstance giving rise 
to the necessity of entry into the port. According to 
English practice, if the cause necessitatingpiocedure to the 
port were a particular average (b) damage to the ship, the 
expenses after arrival at that port are not general average 
expenses ; whereas, if the damage to the ship were re- 
coverable m general average, then all subsequent charges 
to and at the port of repair are general average charges. 
Where a ship is stranded, and the captain decides to 
attempt to float her at the imminent risk of damaging or 
breaking her propeller, he practically elects to sacrifice a 
part of his ship for the benefit of all concerned m the 
adventure, and the consequent damage to the ship necessi- 
tates recourse to a port for repair. The expenses of tow- 
age, inward port dues, unloading and warehousing of 
cargo, repairs to ship, reloading of cargo, and outward port 
dues are all included in geneial average {c). 

Where the damage to the propeller was the result of an 
accident, and, therefore, not a sacrifice, there is still a 
necessity to proceed to port in the general interest, and 
the towage and inward port dues are general average 
charges ; but the safety of the adventure being attained 
the cost of warehousing the cargo, repairing the ship, and 

{b) For explanation of this term see Chapter X. 

\c) This rule has been laid down by the Association of Average Adjusteis, 
and embodies the decisions in Atwood v. SoUar (i88o), 5 Q B. P. 2§6. 
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outward port dues have to be borne by the separate 
interests , the warehousing is a particular charge upon the 
cargo, the repairs a particular charge upon the ship, and 
the reloading and outward port dues a particular charge 
on the freight, {d) In fact, the expenses must be borne by 
the same people who would bear them at the port of 
departure. Under whichever set of circumstances the ship 
proceeds to a port of repair, English law does not include 
in general average either cost of maintenance or wages of 
the crew during detention there. 

Upon these two points, namely, (i) Expenses at the 
port of refuge where the originating cause is a particular 
average damage to ship, and (2) wages and maintenance 
of crew at that port, the English law is at vaiiance with 
that of most other countries and the set of rules known as 
the Yoik- Antwerp Rules. These latter, generally, rule 
that if the cost of unloading or discharging the cargo is 
admitted as general average, so shall also the storage and 
reloading and outward port dues, as well as the wages and 
cost of maintenance of the crew during the period of 
detention. 

General average implies a voluntary sacrifice of part 
of the adventure or an extraordinary expenditure incurred 
with the object of saving the whole adventure. There 
must be a peril, a substantial peril, threatening general 
disaster ; not disaster to the ship alone or to the cargo 
alone, but to all interests. The sacrifice must be a real 
sacrifice made voluntarily and must not be merely the 
forestalling of an inevitable loss ; the expenditure must be 
extraordinary, something quite outwith the ordinary duty 
of a carrier by sea in the performance of his contract. The 
cutting down of a mast to lighten a ship may be a sacrifice 

(d) This IS a rule of the Association of Average Adjusters, and embodies the 
decision in Svendsen v. Wallace (1883), 10 App. Cas 404. 
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coming within general average, but the mere cutting 
adrift of a mast already wrecked is not such a sacrifice. 

Contributions in general average are payable by the 
owners of the property saved and if no property be saved, 
if the whole adventure perish, there can be no general 
average. The contributions are based on the arrived 
values of the property saved, that is, on their actual value 
in the condition, damaged or sound, in which they are 
when they arrive at the port of discharge. 

Throughout this chapter, general average has been 
treated as a subject quite apart from marine insurance. 
It is really part of the law of affreightment, and the ship- 
owner or charterer and cargo-owner are subject to this 
law independently of the question of marine insurance. 
It has become interwoven into marine insurance because 
the underwriters have taken upon themselves the risk of a 
general average loss and of a geneial average contribu- 
tion ; they insure ship and goods to cover any loss caused 
directly to the subject-matter of insurance, or any con- 
tribution levied upon it by reason of a general average 
loss. But, although they were always ready’ to pay, 
directly, any contribution towards the loss of other cargo 
demanded of the assured, the underwriters expected the 
owner of sacrificed cargo to collect from the captain or 
shipowner the contributions of other owners, and to call 
upon them to make good the deficiency — the loser’s own 
contribution They held that, as underwriter, they were 
only liable for the “ contribution ” to general average 
which was due by the assured ; and it was, therefore, the 
duty of the assured, who sustained a general average loss, 
to collect the contributions of others, and call upon them 
to pay his own. It has been decided m our courts that 
the underwriters are liable to the assured for the whole 
sura of his loss, he subrogating or assigning to them his 
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rights against the other owners for their contribution, {e) 
Underwriters now pay the loss in full, and themselves 
collect the contributions of the other parties liable thereto. 

It may be added that, since bills of lading are sometimes 
worded to make York- Antwerp and other rules apply to 
the contract of affreightment, there is often a small slip 
attached to the policy of insurance, on which it is stated, 
“General average according to foreign statement if so 
made up, or as per York-Antwerp rules if in accordance 
with the contract of affreightment.” 

[e) Duhnson v. Jaidtnc, L. R. 3, C. P 639 



CHAPTER III 

NATURE OF THE CONTRACT— COURSE OF BUSINESS 

Marine Insurance, like fire insurance, is a contract of 
indemnity — a contract to recompense for loss or damage 
sustained — and although the attainment of perfect in- 
demnity is a matter of difficulty, because of the fluctua- 
tions in the market values of commodities in the country 
to which they are consigned, the underlying principle of 
this class of insurance is that the assured may not make 
a profit out of a disaster, but may only be recompensed 
for the actual loss sustained. It is clear, therefore, that 
no insurance can be legally effected upon anything in 
which the assured has no financial interest, or “ insurable 
interest ” as it is termed. 

“ Insurable Interest” has been defined as “ being placed 
in such circumstances with respect to the thing insured as 
to have benefit from its existence, prejudice from its loss.” 
The Marine Insurance Act, 1906 (6 Edw. 7. ch. 41), defines 
the contiact thus : — 

“A contract of marine insurance is a contract whereby the 
insurer undertakes to indemnify the assured, in manner and to 
the extent thereby agreed, against marine losses, that is to say, 
the losses incident to marine adventure.” 

But it further enacts (Section 2), that this may include, 
by express terms, or by usage of trade — 
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“losses on inland waters or on any land risk which may be 
incidental to any sea voyage ” 

Every contract of marine insurance must be expressed 
in a “ Policy,” which must bear an impressed stamp. (<^) 

The parties to the contract are the insurer or under- 
writer, and the assured or his agent. 

The subject-matter of the insurance may be — 

A ship ; which may be insured for its full value by the 
owner, or insured by a mortgagee to the extent of his 
loan, or by the lender of money on a bond of bottomry 
or respondentia, or by a part-owner for the value of his 
share. 

Cargo ; which may be insured for its value by the owner 
or his agent, or other person having an insuiable interest 
in it. 

Freight, passage-money, etc. ; which may be insnied by 
the person to whom it will become due ; or if advance 
freight, by the person advancing it. 

Wages of the master or crew of the vessel. 

"Re-insurance by an underwriter who has taken a risk 
upon the thing insured. 

The utmost good faith on the part of assured and under- 
writer is absolutely essential to the contract. 

The total sum assured must be indicated upon the 
policy, and the particular risks which the underwriter 
takes upon himself to bear should be clearly indicated. 

The rate of premium paid as consideration by the 
assured must be stated, and the name or names of the 
underwriter or underwriters must be written under the 
conditions. 

Underwriters frequently entered into contracts with 
people who had not a semblance of insurable interest in 
the thing insured, and marked the policies, “ P. P. I.” (policy 
(o) For Value of Stamps necessary, see p. 114* 
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proof of interest) or “Interest or no Intel est/’ or other 
words signifying that they would not enquire into the 
question of interest Such policies were not, of course, 
contracts of indemnity and never possessed any legal value, 
though losses were paid as a matter of honour. They were 
merely “ wager ” or “ honour ” policies. The 1 906 Act, 
provided that where a policy was issued “ without further 
proof of interest than the policy itself,” it was unenforce- 
able at law, but this did not make much improvement. To 
check the gambling spirit and prevent abuses, theie was 
passed the Marine Insurance (Gambling Policies) Act, 1909, 
which made it a criminal offence to enter into such con- 
tracts in regard to marine adventures. 

Cotirse of Busmess 

A person desirous of obtaining an insurance against 
marine risks may elect to apply to one of the many 
first-class marine insurance companies, or to Lloyds’ 
underwriters. In the former case, he may or may not 
secure the services of a broker : in the latter case, he must 
do so. 

An insurance broker’s relationship to his client requires 
him to act, like any other agent, in the best interests of the 
client ; but, unlike other classes of agents or brokers, he 
is paid by the underwriters or company, and not by his 
principal (client). 

The broker writes down on a “ slip,” in a very abbre- 
viated form, the name of the assured or his agent, the 
subject-matter of the insurance, the risks against which 
it is desired to insure, the voyage or time during which 
the insurance is to last, the rate of premium to be paid, 
and any other particular which will assist the underwriter 
in determining the real nature of the risk. With this slip 
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he enters the underwriters’ room at Lloyds’ or the office 
of the company, as the case may be. 

[Slip of Floating Policy (see p. io8).] 


Card and Co 


/8o,ooo 


Cargo Str. or Strs , London to Melbourne and Sydney, sail 31/12/07 
mcl. warehouse, U.K. to consignees In event loss befoie decl. 
cost and 20% pft. Inch pdf. F. C. and S Av. ea. pkg or on whole 
6/8 P and 0 ., and Ouent. F. P, A , or Zinc or Tin 
10/- do Bale goods or Wood 

only W A 

Others Covered, etc. 


15,000 F James, 17/12. 
7500 W. I. A., 17/12. 

4000 R. Stevenson 
3000 W. I. Craven, 18/12. 
1500 W. S. 

15.000 C E. K W. 

5000 R Sandeison 
2500 E. V. V. 

6000 E G. Graham. 

12.000 T T W 
1500 H W. V 
7000 J. V Campden. 


80,000 


If an insurance company undertake the risk, they will 
probably underwrite the whole of it, and may at once issue 
a covering note, advising the assured that he is held covered 
against any loss pending the preparation of the policy. If 
Lloyds* underwriters are approached, each one deciding 
to insure a part of the risk will initial the slip and state 
thereon the sum he will insure, and the broker will continue 
placing the slip before various underwriters until the total 
of the several sums insured reaches the amount desired. 
Upon the completion of the slip, the broker will write out 
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a policy upon Lloyds’ form, which has been previously 
stamped in accordance with the provisions of the Stamp 
Act, 1891 (54 and 55 Viet. ch. 39). The policy will then 
be taken to every underwriter whose initials appeared 
upon the slip, and they will sign their names under the 
conditions of the policy, thereby becoming “ underwriters.” 

The “slip” and “covering note” have always been 
binding in honour, as being an undertaking to issue a 
policy, but it has always been held in our Courts of Law 
that they had no legal value. Every contract of marine 
insurance must be written on paper bearing the revenue 
stamp, and the stamp must be impressed upon the policy 
before it is signed ; (h) the slip or covering note is not a 
stamped document, being intended only as a temporary 
contract pending the issue of the policy ; therefore the 
contract is unenfoiceable until the policy has been issued. 
The new Act of 1906, section 21, reads : — 

“ A contract of marine insurance is deemed to be concluded 
when the proposal of the assured is accepted by the insurer, 
whether the policy be then issued or not ; and for the purpose of 
showing when the proposal was accepted, reference may be made 
to the slip or covering note or other customary memorandum of 
the contract, although it be unstamped.” 

This must not be taken to mean that, in the event of any 
loss, the underwriters may pay a claim upon the produc- 
tion of the slip, as the Stamp Act (1891) imposes a 
penalty of ;^IOO for settling claims other than under a 
properly stamped policy. The contract is, like other con- 
tracts, concluded upon proposal and acceptance, but the 
issue of a policy is nevertheless necessary. 

(b) An exception is made where the policy is executed outside the United 
Kingdom, such a policy being capable of being stamped if presented for that 
purpose within ten days of its first ai rival m this country. 

M.M.B. I 
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Stamps 

The stamp duties on policies of sea insuiance aie as 
follows, viz. : — 

By the Stamp Act, 1891 — 

(i) Where the premium or consideration does 
not exceed the rate of 2/6 per cent, of 
the sum insured .... One penny, (c) 

By the Finance Act, 1920 — 

Where the premium or consideiation exceeds 
the rate of 2/6 per cent, of the sum 
insured : — 

For or upon any voyage 

Where the sum insured does not exceed ^£'250 . . > zd. 

Where the sum exceeds ;;^25o but does not exceed ;;^5oo . (>d 

» » » ^500 » » » ;^ 7 So • ¥ 

» » £1^^ » M M ;^IOOO . IS. 

„ „ , ;^iooo, for every £500, also any 

fractional part of ;!^50o 6d 

For time — 

Where the insurance shall be made for any time not 
exceeding six months, a duty equivalent to three 
times the above amounts 

Where the insurance shall be made for any time exceeding 
six months but not exceeding twelve months, a duty 
equivalent to six times the above amounts (d) 

“Sea” insurance, to which alone this stamp duty is 
applicable, has been defined to mean insurance of any 
adventure upon the seas or tidal waters, and does not apply 
to adventures on inland rivers, canals, or lakes ; policies on 
such risks need only bear a penny stamp. 

(<r) This stamp of one penny is for any amount, and is not an ad valorem 
stamp duty. 

{d) A time policy may not be for more than twelve months. 
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Lloyds^ and Insurance Companies 

Lloyds is an incorporated society performing many 
functions. One of the functions usually associated with 
the name is that of marine insurance, but the corporation 
does not, in its corporate capacity, transact any insurance 
business, that being left to its individual members called 
underwriters. The corporation does, through its com- 
mittee, take care that only reliable men shall perform this 
duty, and exacts from each new member a deposit of 
valuable securities, which it retains as security in case of 
default or failure of the member. The liability of each 
underwriter is strictly limited to the amount he has under- 
written, and the failure of another whose name appears on 
the same policy does not increase his liability. The co- 
incidence of default by an underwriter and a loss on which 
he held a part risk leaves the assured uninsured for that 
portion ; but he may recover part of his loss upon the 
liquidation by the committee of the securities in their 
possession. The risk of loss through failure of an under- 
writer is so small, however, that some brokers are prepared 
to guarantee the solvency of every signatory to their 
policies. Lloyds’ underwriters are well known to engage 
in various classes of insurance which have not the remotest 
connection with marine risks, but the securities they lodge 
are held as against the latter only. 

The business is not one of hazardous speculation, but 
of careful calculation. The premium required for every 
line and class of ship, for every voyage, for every class of 
cargo, etc , is determinable ; and if the underwriter be 
guided strictly by the data at his command and distribute 
his risks'' in such a manner that he has almost numberless 
small ones and none very large, the result should be a 
profit. With the best connections with the brokers and 



MARINE INSURANCE 


ii6 

the closest calculations, it is difficult in these days to make 
the margin of profit great, by reason of the fineness of the 
rates of premium, and amongst others, the exceedingly 
high cost of repairs to vessels and the greater chance of 
damage to goods through congestion of traffic causing the 
risk to attach for a much longer period than formerly for 
the same premium 

If an underwriter consider that any one risk of his is 
disproportionately large, he will re-insure part of it with 
another ; and some very safe men will even re-insure, at 
an enhanced premium, those risks which have become 
hazardous by a vessel being overdue or reported in a bad 
condition. 

The vast machinery at Lloyds’, with agents in every 
part of the maritime world, enables the members to gain 
the earliest intelligence of any disaster, and the known 
movements of every vessel are duly reported. The pro- 
longed delay in a ship reaching the port to which she is 
bound will, especially if she have not been “ spoken ” on 
her voyage, cause a marked rise in the quotations for her 
insurance or that of her cargo; some underwriters re- 
insuring at high premiums, “cutting their loss,” and 
others taking the greater risk for the sake of larger 
premiums. Whenever the committee consider the delay 
to be so great as to warrant it, they post the ship as 
“ Overdue,” and this sends up the premium to a high figure. 

The absence of news in the near future may determine 
the committee to post the vessel as “ Missing,” when all 
claims must be settled. It is, indeed, the official notifica- 
tion that the fate of the ship is beyond reasonable doubt, 
and that her loss is presumed. Occasionally, news of her 
•safe arrival reaches London after this official notice and 
consequent settlement, but this will be dealt with in a later 
chapter. 
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Marine Insurance Companies 
Several well-known powerful companies engage wholly 
in maiine business, whilst others have one branch devoted 
to that class of risk. They will underwrite laige individual 
risks, but this is not a sign of unduly speculative business, 
as most of them have an agent at Lloyds’ who re-insui*es 
as much of each risk as they considei prudent. Where 
this re-insurance is effected, the company are still liable to 
the assured in the original amount, Lloyds’ underwriters 
being liable to the company in the sum re-insured. As 
with fire and life insurance companies, the liability of the 
shareholders is generally limited, but the shares are not 
fully paid, and there is, therefoie, a considerable uncalled 
liability, which makes the position of the assured one of 
safety. 



CHAPTER IV 

THE POLICY 

A MARINE policy must specify — {a) 

(1) The name of the assured, or of some person who 

effects the insurance on his behalf : 

(2) The subject-matter insured and the lisk insured 

against : 

(3) The voyage, or period of time, or both, as the case 

may be, covered by the insurance 

(4) The sum or sums insured : 

(5) The name or names of the insurers : 

(6) The consideration {t e. the premium arranged or to 

be arranged). 

Policies are of two principal kinds, viz. : Voyage policies 
and time policies. A policy insuring a thing from one place 
to another is called a “ voyage policy,” and one insuring a 
thing for a period of time is called a “ time policy.” If 
both are included in one policy it is termed a “mixed 
policy.” 

Time policies apply to ships, voyage policies to ship, or 
cargo, or freight. 

A class of policy which finds much favour among 
shippers of goods to a given port or ports at very frequent 
intervals is a “ floating policy,” By means of this form of 
policy regular shippers are saved the trouble of effecting 
separate insurances with each shipment of goods, and the 
{a) Marine Insurance Act, 1906 (6 Edw 7. ch. 41, s. 23) 
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mere endorsement of each upon the policy is sufficient for 
all purposes. The total sum to be insured is inserted in 
the policy, together with rates of premium ; and the declara- 
tion of the amount of each shipment is made when it is 
effected. A full example of this will be given in a separate 
chapter. 

The form of policy which is known as a Lloyds’ policy, 
and which has been in use for a great length of time, is 
adopted in the first schedule to the Marine Insurance Act, 
1906, and is as follows, viz. — 

Be it known that as well in 

own name as for and in the name and names of all 

S. G and every other person or persons to whom the same doth, 

may, or shall appertain, m part or in all doth make assurance 

and cause and them, and every of them, to be insured 

lost or not lost, at and from Upon 

any kind of goods and merchandises, and also upon the 

body, tackle, apparel, ordnance, munition, artillery, boat, and 
other furniture, of and in the good ship or vessel called the 

whereof is master under God, for this present 

voyage, or whosoever else shall go for master in 

the said ship, or by whatsoever other name or names the 
said ship, or the master thereof, is or shall be named or 
called ; beginning the adventure upon the said goods and 
merchandises from the loading thereof aboard the said ship, 

upon the said ship, etc 

and so shall continue and endure, during her abode there, 
upon the said ship, etc. And further, until the said ship, 
with all her ordnance, tackle, apparel, etc., and goods and 

merchandises whatsoever shall be arrived at 

upon the said ship, etc., until she hath moored at anchor 
twenty-four hours in good safety ; and upon the goods and 
merchandises, until the same be there discharged and safely 
landed. And it shall be lawful for the said ship, etc , m 
this voyage, to proceed and sail to and touch and stay at 



120 


MARINE INSURANCE 


any ports or places whatsoever without 

prejudice to this insurance. The said ship, etc., goods and 
merchandises, etc., for so much as concerns the assured by 
agieement between the assured and assurers in this policy, 
aie and shall be valued at 

Touching the adventures and perils which we the assurers 
are contented to bear and do take upon us in this voyage : 
they are of the seas, men-of-war, fire, enemies, pirates, rovers, 
thieves, jettisons, letters of mart and countermart, surprisals, 
takings at sea, arrests, restraints, and detainments of all kings, 
princes, and people, of what nation, condition, or quality 
soever, barratry of the masters and mariners, and of all other 
perils, losses, and misfortunes, that have or shall come to 
the hurt, detriment, or damage of the said goods and 
merchandises, and ship, etc., or any part theieof. 

And in case of any loss or misfortune it shall be lawful to 
the assured, their factors, servants and assigns, to sue, labour, 
and travel for, in and about the defence, safeguard, and 
recovery of the said goods and merchandises, and ship, etc., 
or any part thereof, without prejudice to this insurance ; to 
the charges whereof we, the assurers, will contribute each 
one according to the rate and quantity of his sum herein 
assured. And it is especially declared and agreed that no 
acts of the insurer or insured m recovering, saving, or pre- 
serving the property insured shall be considered as a waiver, 
or acceptance of abandonment. And it is hereby agreed by 
us, the insurers, that this writing or policy of assurance shall 
be of as much force and effect as the surest wiiting or policy 
of assurance heretofore made in Lombard Street, or in the 
Royal Exchange, or elsewhere m London. And so we, the 
assurers, are contented, and do hereby promise and bind 
ourselves, each one for his own part, our heirs, executors, 
and goods to the assured, their executors, administrators, 
and assigns, for the true performance of the premises, 
confessing ourselves paid the consideration due unto us for this 
assurance by the assured, at and after the rate of 
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In witness whereof we, the assurers, have subscribed our 
names and sums assured in London. 

N B.— Coin, fish, salt, fruit, and seed, are warranted free 
from average, unless general, or the ship be stranded ; sugar, 
tobacco, hemp, flax, hides, and skins, are warranted free 
from average, under five pounds per cent , and all other 
goods, also the ship and freight, are warranted free from 
average, under three pounds per cent, unless general, or the 
ship be stranded 

It has often been suggested that a more concise form of 
wording should be adopted, but, since the form here 
employed is a venerable one, and a vast number of 
judgments have been delivered in our High Courts in 
respect of its clauses, it is perhaps better left alone; at 
any rate, the Act of 1906 has adopted it. 

The new Act has, however, laid down a few rules for the 
construction of the policy, and these will be embodied in 
our short explanation of the various clauses. 

“ Be it known that ” The space left blank is for 

the insertion of the name of the assured or his agent, and 
the reference to “ persons to whom the same doth, may, or 
shall appertain, in portion or in all,” shows that the interest 
in the subject-matter and in the policy may be transferred 
or assigned, wholly or in part, to another person. It does 
not follow that, because the assured has sold or assigned 
any part of his interest in the thing insured, he has thereby 
transferred to the assignee his rights under the policy ; 
there must be an agreement to that effect with the 
assignee. The assured can no longer have any rights 
under the policy because he has parted with an insurable 
interest in the property, but the transference of those rights 
to the purchaser required an agreement. 

Example.— A. sells to B. a cargo of cotton which is on a ship 
sailing from New Orleans to Liverpool. A had insured the cotton, 
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but no mention of the fact is made to B. The ship is subsequently 
lost. A has no claim upon the underwriters, because he has no 
longer an insurable interest in the cotton , and B. has no claim, 
because there has been no transference of rights under the policy 
to him. 

As stated above, a marine policy may be assigned, either 
before or after loss, unless it contains terms expressly pro- 
hibiting assignment. It may be assigned by endorsement, 
or in any other customary manner, and the assignee may 
sue upon the policy in his own name, (i^) 

“ To be insured lost or not lost.’' The rules of the new 
Act (1906) state : '' Where the loss has occurred before the 
contract is concluded, the risk attaches, unless at such 
time the assured was aware of the loss and the insurer was 
not” It may be added, however, that if the insured knew 
that the ship or goods were exposed to some great risk, of 
which he did not inform the underwriter, and of which the 
latter was ignorant, there would be no valid claim, as the 
essential condition of the utmost good faith {uberrima 
fide) was non-existent. Subject to this condition, the 
insurance holds good, even though the thing insured be 
already lost. 

“At and from.” Upon this the rules' say, “Where the 
subject-matter is insured ‘from ’ a particular place, the risk 
does not attach until the ship starts on the voyage insured.” 
And “ Where a ship is insured ‘ at and from ’ a particular 
place, and she is at that place in good safety when the 
contract is concluded, the risk attaches immediately.” And, 
further, “ if she be not at that place when the contract is 
concluded the risk attaches as soon as she arrives there in 
good safety, and, unless the policy otherwise provides, it is 
immaterial that she is covered by another policy for a 


(J>) Marine Insurance Act, 1906, ante. 
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specified time after arrival/’ The question of a possible 
over-lapping of policies will be discussed later on ; but it 
may here be remarked that the ship must proceed to load 
and leave the said port with reasonable dispatch. 

“Good ship or vessel called the ...” A “ship” is 
really a sailing vessel having three masts with square 
rigging to each, but the term is commonly applied to 
all classes of sailing vessels, and even to steamers. The 
name of the vessel is inserted in the blank space pro- 
vided, if the policy refer to one ship or voyage ; but 
where it is a “floating” policy, it is usual to insert the 
words “ ship and / or ships,” or “ steamer and / or steamers,” 
the names of the vessels being declared by endorsement as 
necessary. 

“ Whereof is master under God, for this present 
voyage, ...” The name of the master, or captain, is 
rarely given in modern policies. 

“Beginning the adventure upon the said goods and 
merchandises from the loading thereof aboard the said 
ship.” We have seen that the risk on a ship commences 
either from the moment she starts on her voyage, or at the 
time she enters the port of departure. Now we see that the 
risk on cargo commences as soon as it is placed on board 
the vessel, so that the underwriter is not liable for loss or 
damage during transit from shore to ship at the port of 
departure, unless there is an express stipulation to that 
effect. 

“ Until she hath moored at anchor twenty-four hours in 
good safety.” This determines, (<?) or terminates, the risk 
on the ship. She is insured on an ordinary voyage policy, 
until she has arrived at her port of destination and been 
.moored twenty-four hours in good safety. 

(c) “To determine” used of a contract of any kind is equivalent to “to 
terminate ” 
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“Upon the goods and merchandises until the same be 
there discharged and safely landed.” The risk on cargo 
continues, therefore, until they are safely landed, but this 
implies that they are landed in the manner customary at 
the port of discharge and with reasonable dispatch. Where 
it is customary to discharge cargo into lighters or barges, 
in which they are conveyed to the shore, this risk is in- 
cluded under the policy ; but if, at a port where it is 
customary for the ship to proceed alongside the quay or 
other usual landing-place, the captain discharges the goods 
into lighters instead, the risk does not extend to the 
lighters. 

“To proceed and sail to and touch and stay at any ports 
or places whatsoever.” This must be read strictly in 
conjunction with the previous words, “in this voyage.” 
She has not liberty to call at any other than the customary 
ports, and must even take them in the order named (if 
named), or the customary order if not named, and she 
must only call at such ports for the purposes of her present 
voyage. 

“ Are and shall be valued at.” Where the value of the 
ship, or goods, or freight has been agreed upon, it should 
be here inserted on the policy, which is then known as a 
“ valued ” policy. Where the value is not known or agreed 
upon, this space is left blank, and the value determined 
upon a basis which will be given in another chapter 
at page 136. Such a policy is called an “Unvalued” 
policy. 

“Touching the adventures and perils which we the 
assurers are contented to bear and do take upon us in this 
voyage ; they are of the seas. ...” Perils of the seas are 
thus insured against, but the wear and tear incidental 
to every voyage is not a peril. The term “ perils of the 
seas” refers only to fortuitous accidents or casualties 
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the seas, and does not include the ordinary action of the 
wind and waves. “Men-of-war and enemies, takings at 
sea, restraints and detainments,” are included in the risks 
here ; but it is usual for the underwriters to insert a clause, 
“Warranted nevertheless free of capture, seizure, and 
detention, and the consequences thereof, or of any attempt 
thereat, piracy excepted, and also from all consequences of 
hostilities or warlike operations, whether before or after 
declaration of war.” This clause nullifies that stated at 
the head of this paragraph, and is commonly met with. It 
is known as the “ ftee of capture and seizure,” or F., C., & S. 
clause. 

“Pirates and rovers.” This includes not only pirates 
who roam the seas and take forcible possession of goods 
or ship, but also rioters who attack a ship from the shore, 
and passengers who mutiny. 

“Thieves” refers to the forcible taking possession, and 
does not cover clandestine theft or pilferage by members 
of the crew or passengers. 

“Barratry” includes every wrongful act wilfully com- 
mitted by the master or crew to the prejudice of the owner 
(or the charterer). It has a very wide application. The 
running a ship ashore for the purpose of wrecking her, 
scuttling her, or other mutinous act by master or crew, 
come under this heading of barratry. It further includes 
deviation from the proper course of a voyage for the profit 
or convenience of the master, without the knowledge or 
consent of the owner. 

“Letters of mart and countermart,” sometimes spelt 
marque and countermarque, are not so common now as 
formerly. They were letters given to the owner of a private 
ship by the sovereign of his country, authorizing him to 
prey upon the commerce of another country — it being sup- 
posed that he had suffered some loss at the hands of a 
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master of a foreign vessel, and this letter of marque per- 
mitted him to recoup himself by retaliating upon any other 
vessel belonging to the same nation. 

“ All other perils, losses, and misfortunes,” If this meant 
what it says, there would have been no need to specify the 
other perils already referred to. It has not, however, so 
wide a meaning. It may best be rendered as "all other 
perils, etc., of a like kind',^ or of the same class {ejtisdem 
generis), and this interpretation has been adopted by our 
judges. 


Sue and Labour Clause 

The next clause is called the sue and labour clause. Its 
object is to minimize a loss. It makes it lawful for the 
assured, or their agents, factors, or assigns, to sue, labour, 
and travel for the safety or recovery of their goods, and 
agrees that expenses so reasonably incurred shall be re- 
funded by the underwriters The saving or recovery must 
be done by the assured or his agents, and the property 
saved must be his own and not another’s property. The 
saving of another’s property is "salvage,” and the expenses 
incurred are not recoverable under this sue and labour 
lause. 


Waiver Clause 

This is an important clause, and a proper supplement to 
the sue and labour clause. The assured may, after giving 
notice of abandonment to the underwriters and claiming a 
total loss, use his utmost endeavour to safeguard or recover 
the property, without thereby "waiving” his notice of 
abandonment ; and similarly the underwriter may so 
endeavour to save the property without such an act being 
considered as an acceptance of abandonment. 
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“Confessing ourselves paid the consideration due unto us for this 
assurance by the assured at and after the rate of. ” 

The consideration, or premium, is not stated in amount 
but at a rate per cent., and when the underwriter has 
signed and delivered this policy, he may not thereafter 
deny that he has received payment of the premium. The 
customary pay-day at Lloyds’ is the 8th day of the 
month following the completion of the contract, and it 
is usual to issue the policy to the broker before payment. 
In the event of the default of the broker the insurance 
stands, although the underwriters may not have received 
the money consideration. 


The Memorandum 

This forms the subject of the succeeding chapter. The 
signatures of the underwriters, with the sum they assure 
are placed at the foot of the policy. Where the 
insurance is effected with the Marine Insurance Com- 
pany, the secretary, or other authorized officer of the 
company, signs the policy, the wording of the latter part 
differing from a Lloyds’ policy to admit of this altera- 
tion. The policy we have been discussing is an ordinary 
Lloyds’ policy, upon which is printed the whole of the 
writing here set forth. It is not uncommon to attach 
printed slips to a policy containing special clauses, in 
which case the policy is to be construed particularly as to 
the meaning imparted into it by the slip ; and if the word- 
ing of the slip be at variance with that of the policy, it is 
to the slip, and not to the policy, that we must look for an 
interpretation of the intent of the contracting parties. 
Very frequently, too, words are written in the body, or on 
the margin, of the policy, extending or curtailing its scope ; 
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and these words may be quite opposite in meaning to 
certain printed portions which have not even been struck 
out, but the written words will govern the policy. A 
printed slip attached to a policy overrides, in its terms, 
any conflicting terms printed upon the policy ; and terms 
written upon the policy override others of all kinds with 
which they come into conflict. 



CHAPTER V 

THE MEMORANDUM 

The footnote to the policy commencing “ N.B.” is termed 
the Memorandum, and is an addition to the earlier form 
of policy. It enumerates, first, six classes of goods which 
are very liable to damage or deterioration apart from 
any risk of marine adventure, (a) Corn, fish, salt, fruit, 
flour, and seed are indeed so liable to deteriorate that 
underwriters are unwilling to take such risks upon them- 
selves. They are content to bear a total loss if in the 
nature of a sacrifice for the general benefit (general 
average), or if, during the time the goods were on board 
the ship, she has stranded, and without proof that the 
damage or deterioration resulted from such stranding. 
What they are not contented to bear is the partial damage 
suffered during a voyage not attended with any mishap^ 
a damage having probably no connection with the voyage 
at all. 

Then follow six other articles, less liable to damage than 
the former six, but still being of a nature susceptible of 
deterioration without being caused by any risks to which 
they are exposed by the adventure. Unless occasioned 
by general average, or the ship be stranded (sunk or burnt 
is now often added), the underwriters will not pay any 

(a) Corn docb not include nee, and skins, do not include furs, and hemp do 
not include flax. 

M.M.B. 


K 
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claim amounting to less than 5 per cent, of the total value 
of such goods. 

Lastly, all other goods, also the ship and freight, are 
warranted free from partial damage under 3 per cent., 
unless general average, or the ship be stranded, etc. 

In effect, the underwriters say, ‘‘If your goods, or ship, 
etc., suffer deterioration hy reason of the perils to which they 
are exposed in a sea voyage^ the extent of that deterioration 
will not be less than 3 per cent , or, in the case of sugar, 
tobacco, hemp, flax, hides, and skins, 5 per cent. ; and, 
providing that the damage reaches that percentage (or the 
franchise, as it is called), we will pay a claim. If, on the 
other hand, the loss do not attain this franchise, we are 
entitled to consider that the cause is not to be found in 
the perils against which we insure, but in the natuie of 
the goods themselves, their inherent properties or vices, 
the faulty method employed in packing, or other cause 
outside the purpose of this insurance ; in which case we 
will not admit any claim.” It is a perfectly reasonable 
argument, and some such system must be employed if low 
rates of premium are to obtain. In the whole range of 
marine insurance business, nothing is more annoying to 
the underwriters than the number of petty claims — claims 
made for deterioration which cannot be reasonably con- 
nected with the voyage. Underwriters will cheerfully pay 
a large claim clearly arising from a peril named in the 
policy, but the small claims for damage probably outside 
the scope of the policy are not only an annoyance to them, 
but make a large hole in their profit. 

When the “ memorandum ” was first inserted in policies, 
ships were of comparatively small tonnage, and the cargo 
owned by one merchant and shipped by one vessel was 
not of great value. With the increase in the size of ships 
and value of individual shipments, this question of franchise 
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was reconsidered in the direction of affording gi eater 
security to the assured. With small ships and small ship- 
ments, a 3 per cent, loss was somewhat trivial , but with 
modern vessels of enormous value, and with shipments by 
one merchant reaching to ;^io,ooo or more, a loss of 3 per 
cent, assumed a different aspect 

In respect of ships, the values of hull, machinery, fittings, 
etc., may be regarded as separate items of insurance, so 
that if the damage to cabin fittings is as much as 3 per 
cent, of the total value of those fittings (not of the total 
value of the ship), the loss attains the franchise, and will 
be paid by the underwriters. With the largest liners this 
subdivision of interests may be carried much further. 

In respect of goods, an attempt was made to subdivide 
a single merchant’s cargo in such manner as to ensure that 
a claim for a reasonable sum should not be disallowed by 
the 3 per cent, or 5 per cent, franchise clause. To effect 
this purpose the subdivision had to be greater for the more 
valuable classes of cargo. A subdivision was called a 
‘'senes,” and the basis of the formation of senes seems 
to have been a value of about ;^ioo. One package of silk 
or other valuable commodity formed a “ series,” or separate 
risk ; 10 bales of cotton, or 10 chests of tea, or 50 bags 
of sugar formed a “series,” and so on. Under this arrange- 
ment a merchant might ship 20, or more or less, packages 
of silk, and if one of such packages suffered damage, the 
basis upon which the franchise was computed was not to 
be the value of the whole shipment, but of the single 
package damaged. The value of the 20 packages might 
be ;^2000 (20 packages of ;6^ioo each), but if the damage 
was only £ 2 ,, it would constitute a valid claim, because it 
would be 3 per cent, of the value of the one package or series. 

Where a single package forms a series, no difficulty 
presents itself, but where 10 packages form one series, and 
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the shipment is one of 200 such packages, and, say, 3 
packages are damaged, the question arises, “ Are these 3 
damaged packages to be considered as forming part of 
one series, or is each one of the 3 packages to be held to 
be included in a separate series ? ” The damage may be 
more than 3 per cent, or 5 per cent., as the case may be, 
on one series, but if spread over three series it will not 
reach the franchise. To obviate any difficulty in this 
respect, the series are generally to be considered in “ run- 
ning landing numbers.” Every 20 packages successively 
landed forms a series, and the damaged packages are 
included in the series in which they were landed ; and as 
it is not unusual to land the damaged packages after all 
the sound ones, the merchant is very fully protected. It 
is obvious that the total number of packages is not always 
divisible by the series without remainder, and the last 
series cannot contain its proper complement , it, how- 
ever, serves the same purpose, and is termed the “tail- 
series.” 

Not infrequently merchants secure the insertion, under 
the mei»orandum of their policies, of the words, “ Average 
on each package separately or on the whole.” While the 
advantage of being able to reckon damage on each package 
separately is very evident, it is not so clear that its com- 
putation upon the whole shipment may be of advantage. 
Let us take a shipment of 5 cases of goods, each of the 
value of ;^ioo = ;^50O total, and suppose that one case 
suffered damage to the extent of ^10, another of £ 8 , 
another of ;^5, another of £ 2 , and the remaining one of 
£ 1 , If taken separately, claims for the first three will be 
admitted, but claims for the last two will be less than 
3 per cent., and not, therefore, admitted. Taken “ on the 
whole,” the claim will be for ;^26 on a total value of ;^500, 
and so attains the franchise. 



it tafon tl^at 
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After the last word of the memorandum, “stranded,” 
the wolds “sunk or burnt,” and sometimes also “or in 
collision,” are added. The happening of any one of these 
events destroys the protection afforded by the memo- 
randum to the underwriter, making him liable for smaller 
claims ; but in this connection a mere “ grounding ” in the 
Suez Canal is not held to be a stianding. To establish a 
claim under the franchise in amount, upon the evidence of 
a grounding in the Suez Canal, proof is needed that the 
damage was due to the grounding. 

Stranding does not mean that the ship touches the 
strand or a sandbank in passing over it ; the obstacle to 
her progress must be so great as not merely to retard it, 
but actually to bring the vessel to a stop for a conceivable 
space of time. 



CHAPTER VI 


FLOATING POLICIES 

As this chapter is addressed to the student or the 
shipping clerk, and deals with a somewhat complicated 
form of policy in very general use, an example is taken and 
illustrated throughout. 

A firm of merchants in London required to insure their 
frequent shipment of goods to Sydney and Melbourne, 
and to obviate the necessity of a fresh contract and policy 
with each shipment, have arranged for a policy covering 
the whole of the shipments over a period of twelve months. 
A reduced facsimile of the policy is here shown. 

“London to Sydney and Melbourne” signifies the poits 
of departure and destination, but the risk is expressly 
stated to include “risk fiom warehouse in the United 
Kingdom, and until delivered into consignees’ ware- 
houses,” Ordinarily, the duration of risk on cargo is from 
the time of loading it on board the ship until it has been 
safely landed, and although this is extended in the present 
policy, the old words need not be struck out, as explained 
in Chapter IV. 

The merchants, Messrs. Card 8c Co., do not know by 
which ships they will need to send goods, and cannot state 
them on this policy, but they have agreed that only steam- 
ships and not sailing ships will be endorsed on this policy, 
and the words steamer and/or steamers is sufficient. And/or 
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is of common use, and may be read either as “ and ” or as 
“ or,” preventing the possibility of a quibble as to the exact 
meaning of either one or the other. 

“Warranted to sail on or before December 31st, J907.” 
This IS a warranty by the assured that no interest shall 
attach to this policy in respect of any goods shipped by a 
steamer which does not sail before January 1st, 1908. Time 
policies may not be for a period of more than twelve 
months ; but this is not a time policy, being merely a 
succession of voyages, and the limit of duration is not 
inserted to comply with the law, but for the convenience 
of underwriters. 

The value of each shipment cannot be given, hence 
the words £ 80^000 on goods and/or merchandises in zinc, 
tin, or f.p.a., or as may be hereafter declared and valued. 

Zinc and tin refer to the method adopted in packing 
goods, and it is well known that wheie packing-cases have 
a lining of tin or zinc sheets soldered together, and thus 
made waterproof, the risk of damage by sea-water is re- 
duced to a minimum, and the rates of premium are corre- 
spondingly low. 

F.P.A. (free of particular average) is a warranty that 
the assured will not hold the underwriters liable for a 
partial accidental loss or damage. It is not always 
practicable to pack goods in zinc or tm-lined cases. 
Carpets and many classes of cotton and other goods are 
usually packed in bales, and, consequently, more liable to 
suffer damage from sea-water. They may be insured 
against all risks, but the premium will be higher. In the 
fixing of a minimum rate, all classes of goods packed in 
zinc or tin are herein to be covered against all risks, but 
other goods, packed differently, are not covered against the 
risk of paitial accidental loss or damage — in other words, 
they are free of particular average (fp.a.). 
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“Hereinafter declared and valued.” As soon as a ship- 
ment has been completed, notice thereof will be sent to the 
broker, who generally has possession of the policy, and he 
will endorse upon it the particulars and value of each ship- 
ment, as will be seen from a reference to the endorsements 
under the heading of “ Declarations.” 

Messrs. Card & Co, decided to insure all goods for 
20 per cent, over and above the invoiced cost, covering all 
possible expenses of carriage, freight, shipping expenses, 
insurance, and some loss of profit. When the value has 
been declared, the amount to be claimed, in the event of 
loss, is easily seen, but there may be a loss before declara- 
tion, and for this provision is made in the words beginning 
with “ In the event of loss before declaration ” Goods 
sent to the docks for shipment by a given vessel some 
days before her date of sailing may be “shut out,” 
by reason of her being already full ; and, on the other 
hand, they may be sent down on the last day and be 
shipped. Until it can be ascertained that they are really 
placed on board, it would be folly to send particulars of 
the shipment to the brokers, and as the ship has frequently 
sailed before the information can be definitely given, 
goods are often at risk on the boat, and may even suffer 
loss or damage before they can be declared upon the 
policy. 

“Warranted nevertheless free of capture,” etc. These 
words are printed in italics, and override the previous 
statement of perils insured against. The shippers hereby 
acknowledge that the underwriters have no liability in 
respect of capture or seizure of their goods. To cover 
such a risk for so long a period as a year would entail an 
increase of premium throughout, and Messrs. Card & Co. 
will not pay the higher rate, preferring to await the 
possibility of war, and then insuring specially against it. 
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The rate of premium is fixed at six shillings and eight- 
pence per hundred pounds, for goods packed in zinc or tin 
against all risks, or for goods otherwise packed f.p.a., 
provided such goods are shipped by P. & O. or Orient 
steamers. 

“Including risk of pilferage.” This is not one of the 
risks or perils insured against in the body of the policy, 
and has been inserted to make the security given to the 
shipper more complete, but this clause has now been 
altered and underwriters will only undertake liability for 
75 per cent, of pilferage losses. 

“In case of damage it is recommended that notice be 
given to the nearest Lloyds’ agent” This does not con- 
stitute an order, but is merely a request, and it should be 
acted upon. The utmost good faith must be observed in 
all matters relating to marine insurance, and the assured 
should act as though the word “utmost” were printed in 
large capital letters. 

The consideration, or rate of premium, on goods packed 
otherwise than as already mentioned, or forwarded by 
steamers belonging to other companies, are then stated. 

On the second page of the policy (because there is no 
room at the foot of the first page) the signatures of the 
underwriters are given, or their names and the signature 
of the person authorized to act for them. For the greater 
convenience of underwriters, they frequently form them- 
selves into groups, circles, or syndicates, deputing to one 
person authority to sign on behalf of each member thereof ; 
and there has been a tendency at Lloyds’ in the direction 
of multiplying not only the number of syndicates, but also 
the number of underwriters forming a syndicate. This 
arrangement, however, must be regarded solely as affecting 
a more economical method of conducting business ; and 
the liability of each underwriter is strictly limited to the 



138 


MARINE INSURANCE 


amount he subscribes, whether his name appears alone or 
in conjunction with others. The imprinting of the names 
on the policy is generally performed by means of a rubber 
stamp, and the signature appended is usually that of one 
of the underwriters, but any other duly authorized person 
may sign the policy on behalf of either a single under- 
writer or a syndicate. 

The total amount subscribed is £ 80 , 000 , and the first 
name is responsible for ;^iooo, or one-eightieth part of this 
sum. In the event of an admitted claim of £ i6oo, he would 
pay one-eightieth, viz. £ 20 , this being the full extent of his 
liability in respect of a claim for that amount ; and as the 
largest individual shipment is under ;i^3200, a total loss 
cannot affect him to a greater extent than £ 40 . 

The third page of the policy contains the “ Declarations,” 
or the shipments and values declared, as attached thereto. 
The first column contains the date of sailing, the second 
the name of the ship, the third the number and description 
of packages and the risks to be covered, the fourth the 
sum assured, and the fifth the rate of premium. The 
shipper should, at frequent intervals, check this list of 
declarations with his books, to protect himself against the 
possibility of the broker having omitted any shipment ; 
not that the underwriters or company make it a practice of 
refusing to entertain a claim arising out of loss on a ship- 
ment not declared in due time, but as a proof of his legal 
right to claim for such loss. 

Companies and underwriters often admit a claim where 
a declaration has been unwittingly omitted, and the fact of 
the omission only discovered after a loss. This, however, 
must not be interpreted as an acknowledgment of their 
legal liability, but as a proof of that "utmost good faith” 
which lies at the root of all marine insurance. The law 
requires the utmost good faith, and where the assured can 
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show that he has acted throughout in the spirit of this 
iaw, the insurers will stretch its meaning beyond the limit 
set by any law, and pay a claim which by an oversight the 
assured cannot legally demand. Immediately any omission 
of, or mistake in, a declaration becomes known to the 
assured, he should notify his broker, that it may be 
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corrected , and even if a ship have duly ariived at its 
destination when it is discovered that the cargo was not 
declared upon the policy, it must be declared, as otherwise 
the premium wouj,d not be paid. The broker will secure 
the initials of some of the underwriters to eveiy alteration 
in the “ declarations.” 

Various alterations have been made in the declarations 
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on the sample policy illustrated, and these have been 
initialed by the underwriters. 

Termination. 

Messrs. Card & Co. estimated that the total value of 
their shipments to Melbourne and Sydney, during the year 
1907, would be about ;^8o,ooo, and therefore caused the 
policy to be issued for that amount. After December 3 1st 
no further shipments can attach to the policy, and it may 
be that their total value has fallen short of the sum assured. 
Messrs Card & Co. will in that case receive back from the 
underwriters the difference between the premiums on the 
actual shipments and the amount paid by them when 
the policy was issued ; and this return is called a return 
for “ Short interest.” 

The policy may, however, terminate before December 
31st if the declarations reach ;^8o,ooo In the example 
shown, this has been the case, and on November loth it is 
found that the value of the shipment of that date cannot 
be wholly declared upon the policy.’ Such portion of the 
value as will bring the total to £%o,(y:^o is made to attach 
thereto, and the balance will form the first declaration on a 
new policy. 

The fourth page of the policy is (i) a general endorse- 
ment in the form of a short precis, and showing the 
amount payable by the assured for premium and stamp 
duty ; and (2) the settlement on account of additional 
premiums. 

(i) The sum of £2^6 13^. was paid by Messrs. Card 
and Co. to the broker before the 8th February, and it was 
the duty of the broker to recoup himself fpr the stamp duty 
he had paid, and to distribute the amount of premium (less 
his brokerage or commission) among the underwriters in 
proportion to the amounts they have subscribed. 
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(2) The premium paid by Messrs, Card & Co, was upon 
;^8o,ooo at the rate of 6s Bd. per cent,, but some portions 
of the shipments have been of a nature demanding an 
extra rate, as agreed, and the statement of settlements sets 
forth the further amount due from the assured. This sum 
must now be paid, and the broker will distribute it in the 
same manner as the original premium, the underwriters 
assenting to the settlement by initialing the statement. 



CHAPTER VII 

WARRANTIES AND REPRESENTATIONS 

A WARRANTY IS an undeitaking by the assured that some 
condition shall be fulfilled, or that a certain thing shall be 
or shall not be done, or whereby he affirms or negatives 
the existence of a particular state of facts.” {a) 

Warranties may be express or implied ; that is, they 
may be expressed in the terms of the policy, or, by usage 
or custom of trade, implied, needing no expression. 

The implied warranties are (i) seaworthiness, (2) non- 
deviation, (3) legality. 

Seaworthiness . — In a voyage policy there is an implied 
warranty that, at the commencement of the voyage, the 
ship shall be seaworthy for the purpose of the particular 
adventure insured ; and where the voyage is to be per- 
formed in diffeient stages, she shall be seaworthy at the 
commencement of each stage. She must be reasonably 
fit in all respects to encounter the ordinary perils of the 
contemplated voyage. If a steamer, she must not leave 
port without a reasonable supply of coal to last her until 
the next coaling port. She must be fully manned and 
properly equipped for the voyage. She may, of course, 

, become unseaworthy during the voyage, but may not be 
sent to sea in an unseaworthy state. The one exception 
(a) 6 Edw. 7. ch. 41, sccU 33. 
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to this rule is in the case of “ time ” policies on ships, to 
which the implied warranty of seaworthiness does not apply. 

There is, here, no hardship to the shipowner, but the 
extension of this warranty to cargo-owners (to whom it 
applies equally with the shipowner) constitutes a very 
great hardship. The shipowner may be presumed to know 
the condition of his ship and should be held responsible 
for her proper equipment, but the cargo-owner has neither 
knowledge nor responsibility in this respect, and it is 
unreasonable that he should be deprived of the benefit 
of insurance. Naturally, he desires a fuller protection, 
and, as naturally, the underwriters agree to afford it, by 
attaching a slip to the policy expressly admitting the sea- 
worthiness of the vessel or vessels. But without such a 
slip attached, the shipper is not insured by the ordinary 
policy, in the event of the ship, in which he has goods, 
proceeding to sea in an unseaworthy state (^) 

Deviation . — Where a ship, without lawful excuse, deviates 
from the voyage contemplated by the policy, the insurer 
IS discharged from all liability as from the time of the 
deviation, and it is immaterial that the ship may have 
regained the route before any loss occurs. The ship must 
follow the course designated by the policy, the usual and 
customary course. If the ports of call are named, she 
must take them in the order named, or, if not named, in 
the order customary to the voyage, and the taking them 
in any other order is a deviation ; but she need not call 
at any or all of them. If permission be given in the 
policy to call at ports of discharge within a specified area, 
the ship must, in the absence of any usage, proceed to them 
or any of them in their geographical order. Furthermore, 
the voyage must be prosecuted with reasonable dispatch. 

[h) Seawortliinebb referb to the btatc of the bhip, and not tu the slate of the 
caigo. 
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Example. — A ship sails from London to Bombay, "via the Suez 
Canal, with permission to call at the ports customaiy on her voyage. 
Leaving Marseilles, she crosses to Tunis to embark goods for Aden. 
Tunis not being one of her customary ports of call, there was a 
deviation after leaving Marseilles, and the policy became void. After 
her ainval at Aden, she is lost in the Arabian sea, having long since 
re-entered upon her proper course, but theie can be no valid claim on 
the underwriters, as the policy had been avoided m crossing to Tunis 
And, notwithstanding the liberty to call at any specified ports, her 
touching them must be for the purpose of the particular voyage, 
and not for the purpose of securing information in respect of other 
contemplated voyages. 

Change of Voyage . — Where the destination is specified 
in the policy, and the ship, after the commencement of the 
risk, sails for another destination, no risk attaches to the 
policy from the time when the determination to change 
the voyage became manifest. 

Different Voyage. — ^Where, before the commencement 
of the voyage, the destination is altered, no risk attaches 
to the policy at any time. 

A loss occurring when once the ship has left her proper 
course, even though she may have regained that course, 
is not covered by the policy ; but the policy ceases to be 
effective only from the time of actual deviation. 

Where the determination to alter the destination is made 
before the commencement of the voyage, the policy was 
never in force, the voyage being a different one ; where the 
determination was made after the voyage has been started, 
thus constituting a change of voyage, the risk ceased when 
the change became manifested. 

Justifiable Deviation . — Circumstances may arise which 
render delay or deviation justifiable, and these are tabu- 
lated by the Marine Insurance Act, 1906, as follows 
{a) Where authorized by any special terms in the 
policy j 
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{b) Where caused by circumstances beyond the control 
of the master and his employer ; 

{c) Where reasonably necessary in order to comply with 
an express or implied warranty ; 

{d) Where reasonably necessary for the safety of the 
ship or subject-matter insured ; 

(i) For the purpose of saving human life, or aiding a 
ship in distress wheie human life may be in 
danger ; 

(/) Where reasonably necessary for the purpose of 
obtaining medical or surgical aid for any persoh 
on board the ship ; or, ' 

{g) Where caused by the barratrous conduct of the 
master or crew, if barratry be one of the perils 
insured against. 

When the causes which excuse deviation or delay cease 
to be operative, the ship must resume her couise with 
reasonable dispatch. 

The implied warranty of deviation applies alike to ship 
and cai'go, and this, again, may seem to press hardly upon 
the shipper, who has no sort of control over the captain or 
shipowner. Underwriters are, however, prepared to afford 
protection to the cargo-owner, but require an extra 
premium if the deviation exposes the goods to a greater 
risk than contemplated in the policy. It is a common 
practice to affix a slip to the policy, whereupon it is 
declared that “ in the event of deviation and/or change of 
voyage, the assured to be held covered at a premium to be 
arranged, provided notice of such deviation be given as 
soon as it is known,” Without such a slip, a policy on 
goods becomes void when the ship deviates from her 
course or changes her voyage. 

Legality . — In common with all other contracts, a policy 
of marine insurance is void if the adventure is not a lawful 

L 
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one, or, so far as the assured can control the matter, is not 
carried out in a lawful manner. 

A policy of insurance effected for the purpose of insuring 
an alien enemy is void, because illegal. An alien may 
enter into a contract with British underwriters whilst his 
country is at peace with Great Britain, but upon the out- 
break of hostilities, and during their continuance, it would 
be unlawful to pay any loss. Carrying contraband of 
war in a British ship is not illegal trading, if Great Britain 
be neutral. 

** Express warranties are those which find expression in a 
policy, and may be of any nature whatsoever. 

“Warranted to sail on or befoie” a given date, or 
“Wai ranted free of paiticular average,” or “Warranted 
free of capture and seizure,” or the warranty as stated in 
the memorandum at the foot of the policy ; these are 
warranties frequently met with in marine insurance. Every 
warranty must be strictly and literally fulfilled, or the 
contract may be avoided. 

Representations^ etc. 

“A contract of marine insurance is a contract based 
upon the utmost faith, and, if the utmost good faith be not 
observed by either party, the contract may be avoided by 
the other party.” {c) 

The assured must disclose to the insurer, before the 
contract is concluded, every material circumstance which 
is known to him, and which would influence the judgment 
of a prudent underwriter in fixing the rate of premium, or 
determining whether he will take the risk. What circum- 
stances are material is a question of fact; but the law 
requires that there shall be no concealment of anything, 

(f) 6 Edw. 7. ch. 41, sect. 17. 
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the disclosure of which is necessary to comply with the 
condition of the utmost good faith. An underwritei is, of 
course, presumed to know matters of common knowledge, 
and those which, in the ordinary course of his business, he 
ought to know ; and the disclosure of such matters, or of 
any circumstances which diminishes a risk, is not necessary, 
though even the latter are better disclosed. And the 
assured is presumed to know every circumstance which, 
in the ordinary course of business, ought to be known 
by him ; so that ignorance on points upon which the 
assured ought ordinarily to be informed is no excuse 
for non-disclosure to the insurer. Virtually, there is a 
mutual obligation to hide nothing material from the 
other party, which he should know for the purpose of the 
insurance. 

Concealment of material facts, or misrepresentation by 
a broker or agent of the assured, leaves the underwriter 
with an option to avoid the policy. 

Every representation made during the negotiation for a 
contract of insurance must be true ; but a representation 
may be either as to a matter of fact, or as to a matter of 
belief or expectation. If as to a matter of fact, it must be 
substantially correct ; and if as to a matter of belief or 
expectation, it must be made in good faith ; otherwise the 
insurer may avoid the contract. The material nature of a 
representation, like that of disclosure or concealment, may 
be tested by its liability to influence the judgment of a 
prudent insurer in fixing the premium, or determining 
whether he will take the risk. It will be seen that there is 
this difference between a warranty and a representation, 
that whereas a warranty must be literally fulfilled, a repre- 
sentation is true if substantially correct — if the difference 
between what is represented and what is actually correct 
would not be considered material by a prudent insurer. 
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Where a representation has been made by the assured, and 
afterwards discovered by him to be incorrect, he may, 
before the conclusion of the contract, withdraw or correct it. 

Rettirn of Premium . — In all cases of material misrepie- 
sentation or concealment the injured party may avoid the 
contract ; the contract is not necessarily void, but voidable 
at the option of the injured party. Where the misrepre- 
sentation by the assured, although material, was not wilful, 
the underwriters will, if they elect to avoid the policy, 
return the premium to the assured. 

A gross misstatement of the value of the goods insured, 
or an exorbitant valuation put upon them is evidence of 
fraud and will avoid the policy. 



CHAPTER VIII 


DURATION OF RISK-DOUBLE INSURANCE — COLLISIONS 
— SALVAGE 

Time Policies on Skips . — These should state the period of 
time for which the ship is insured, in calendar months, and 
the time of day governing the commencement and termina- 
tion Greenwich meantime. As diurnal time varies with 
the longitude, some fixed method of computing the period 
covered must be adopted. 

Shipowners insuring their ships from January ist, 190/, 
to January ist, 1908, naturally desire that the expiration of 
the insurance shall be, either on January ist, 1908, or as soon 
after that date as she arrives back in port ; and they are 
willing to pay for any extension involved at a proportionate 
rate. If, on January ist, 1908, a ship, whose insurance expires 
on that date, be at sea, or in distress, or no news have been 
received of her for some time, a fresh contract for the year 
1908 may only be obtainable at a much greater rate of 
premium. Both insurers and assured are agreed that there 
should be a continuance of the risk at the same rate until 
the ship has completed the voyage. The "continuation 
clause ” was designed to afford this protection, and 
reads, "Should the vessel at the expiration of this 
policy be at sea, or in distress, or at a port of refuge 
or of call, she shall, provided previous notice be given 
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to the underwriters, be held covered at a pro rata 
monthly premium to her poit of destination." The 
continuation clause was to be arranged for when the 
policy was taken out, and not at its expiration. It was 
really an agreement to continue the risk under the circum- 
stances refeired to. But the Stamp Act, 1891 (54 and 
55 Viet. ch. 39), sect. 93, enacts that “No policy of sea 
insurance made for time shall be made for any time exceed- 
ing twelve months,” and the insertion of a continuation 
clause was an undertaking to violate that section. The 
object of the section in question was to secure a fresh 
stamp duty every year, and this end might be attained 
without such an undue interference with the business of 
marine insurance as was contained in its woiding The 
Finance Act, 1901 (i Edw. 7 ch. 7), sect, ir, permits such 
an extension of time ; providing that for such a continua- 
tion clause a stamp duty of sixpence (for any amount) be 
charged in addition to the ordinary stamp duty ; that as 
soon as the risk is covered by that clause it shall be deemed 
a separate contract not covered by the stamp thereon, but 
requiring to be stamped again according to the Stamp Act 
within thirty days after the risk has attached ; and per- 
mitting the insurance to continue until the completion of 
the voyage, and for a reasonable time thereafter, not 
exceeding thirty days. Finally, the Marine Insurance Act, 
1906 (6 Edw. 7. ch. 41), sect 25, sub-sect. 2, recites that, 
“ Subject to the provisions of section eleven of the Finance 
Act, 1901, a time policy which is made for any time 
exceeding twelve months is invalid.” This legalizes the 
design of insurers to afford protection for a period of twelve 
months, or until such time as a ship (being away at the 
' expiry) shall reach her home port 

Voyage Policies on Ship . — In an ordinary Lloyds^ policy 
risk commences, (i) if from ” a certain port, as soon as the 
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vessel starts upon her voyage, including her passage from 
her mooiings through that port ; (2) if "at and from” a 
certain port, as soon as she shall arrive in good safety at 
that port ; or, if she be already there and m good safety, 
immediately the contract is concluded. The risk continues 
until she has arrived at her port of destination, and been 
moored at anchor twenty-four hours m good safety.' This 
time may, by agreement, be extended to thirty days after 
arrival, thirty days being the limit allowed in this direction 
in a “ voyage ” policy. It ^has been observed that any 
words written in the policy will override other printed 
words with which they may be in conflict, but if " thirty 
days ” be inserted " twenty-four hours ” must be struck out ; 
the terms are not in conflict, but consecutive, and imply a 
continuance for thirty days and twenty-four hours, or thirty- 
one days, which is outside the scope of a voyage policy. 

The insurance of a ship for a voyage and thirty days 
after arrival may lead to a "double insurance,” or an 
" overlapping ” of two policies on the same interest. 

Example.— A ship is insured from London to Newcastle (N.S.W.) 
and for thirty days after her airival theie. Arrived at Newcastle, she 
discharges her cargo, and finding an opportunity of earning freight by 
conveying a cargo of coal to San Francisco, hei captain cables to his 
London owner advising him of the contemplated voyage. The owner 
will, at once, insure the vessel "at and from” Newcastle (N.S.W) to 
San Francisco, and for thirty days after arrival there. He insures 
"at and from” Newcastle because his ship may not leave that poit 
until thirty days after she reached it, and his first policy will have 
expiied. Fiom the moment of the new contract of insuiance being 
completed until the expiry of the old policy, there is a double 
insurance on the ship 

Whether double insurance be accidental, as in the 
example just given, or intentional with the object of 
securing a far greater sum than an "indemnity,” the 
assured cannot legally claim more than the indemnity 
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allowed by the Marine Insurance Act. He may claim 
payment from which set of underwriters he elects, but not 
from both, and the whole of the underwriters will settle 
the matter among themselves. To obviate such “over- 
lapping” the insurers generally insert, in policies coveiing 
risks such as described, “ Interest not to attach to this 
policy until the expiry of previous policies.” 

Voyage Policies on Goods {Cargo ). — In the absence of 
any express stipulation to the contrary, the risk commences 
at the moment the goods are placed on board the -vessel, 
and continues until they are safely landed at the port of 
destination. A double insurance of goods maybe effected 
by both sender and consignee unwittingly insuring the 
same cargo, and only one loss can be paid. If it be 
discovered before the risk expires, one of them may secure 
the return of his premium, but if the risk have been 
completed it will be divided between both sets of 
underwriters. 

Collisions . — It will be observed that no mention is made 
of collisions or running-down in the ordinary Lloyds’ 
policy, but protection is generally afforded on policies on 
ships by the insertion of some form of running-down clause 
(R.D.C ). Generally speaking, the underwriters will not 
make themselves liable for any but losses of property 
(not life), by reason of collision with another vessel ; and, 
even then, will not fully cover the shipowner, but leave 
him to bear about one-quarter of the loss. 

Collisions may be due to the fault of only one of the 
vessels colliding, or may be due partly to the fault of both, 
or may be the result of ^ force majeure'' and neither ship 
may be to blame. 

Where one only is at fault, or to blame, her ownei must 
recompense the owner of the injured vessel for the loss 
or damage, subject to the limitations of the Merchant 



COLLISIONS 


153 


Shipping Act (a) as referred to in the chapter on 
Affreightment. 

Where both are to blame, the English practice was to 
add together the value of the damages sustained by the 
two vessels, each being required to pay one-half that sum, 
and then to pay out of the fund thus created, the value of 
the separate damage to each. The practice of various 
countries differed considerably, and it was felt that in a 
matter affecting ships of all nations a greater measure of 
uniformity was desirable. An international convention was 
therefore held, and almost all the maritime nations of the 
world agieed to promote legislation providing that where 
both ships were to blame for a collision, each ship would 
be liable for the resulting damages m proportion to the 
degree of fault. Thus, if one ship were held to be one- 
fourth to blame and the other three-fourths, the former 
would be liable for one-fourth of the loss and the latter for 
three-fouiths, always subject to the limitations in the 
Merchant Shipping Act. The Maritime Conventions Act, 
1911, was therefore passed, but it has not made a very 
great difference in practice, as it is extremely difficult to 
establish a differentiation in degree of blame. 

Where both vessels belong to the same owner, he 
cannot be said to be liable to himself, and, since he cannot 
subrogate to the underwriters his right of action against 
himself, he would be practically uninsured. This difficulty 
is overcome by the insertion in the policy of a “ Sister-ship 
Clause,” which extends protection to the owner of a ship 
sustaining damages from another of his ships. 

Where neither vessel is at fault, each owner must bear 
his own loss, and has no claim upon the other. 

It has been seen that, by the Sue and Labour Clause 
of the policy, the underwriters agree to reimburse the 
(«) 57 & 58 Viet. ch. 60. 



154 


MARINE INSURANCE 


assured, his agent, factor, or assigns, for expenses incurred 
in protecting or saving his own goods ; but no expenses 
are allowed under this clause to persons saving the property 
of others. This latter comes under the term “ Salvage,^’ 
and any salvor has a right to demand payment for his 
services. 



CHAPTER IX 


TOTAL LOSSES 

Total losses resulting from the jettison of goods, or 
other form of saciifice, have been discussed in the chapter 
on General Average ; and the present chapter will treat 
of total losses arising out of the various perils insured 
against. They fall into two classes : Actual and Con- 
stiuctive. 

Acttial Total Losses occur where the subject-matter, 
ship, cargo, or freight, passes out of existence , and maybe 
capable of proof, or be presumed. The shipping intelligence, 
in our daily papers, records many cases of actual total 
loss which have been witnessed by men afloat and ashore, 
as in the case of the Great Eastern Railway Company's 
steamer Berlin^ wrecked m 1907 at the Hook of Holland. 
Abundant proof is afforded of the actual ending of many 
vessels, but in some instances of total loss there can be 
no proof, every witness of the calamity having become a 
victim to it. Misfortune to a ship is presumed when she 
has occupied a much longer period than customary on a 
certain voyage, and any person having an interest in such 
an adventure will find the rate of premium rising daily. 
Lloyds’ committee will, m course of time, cause the name 
of the vessel to be posted as “ Overdue,” and, after a further 
period, if no news of her reach London, the committee 
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will post her as “Missing.” The entry of her name 
upon the “Missing” hst is presumptive evidence of her 
total loss ; and is, for all purposes of insurance, as definite 
and conclusive as any actual evidence. It may happen 
that a series of misfortunes has prevented the ship from 
reaching a port, or communicating with other vessels, 
and has so long retarded her progiess that her continued 
silence has caused what may be described as a premature 
entry of her name on the list Upon the posting of the 
ship as “ Missing,” all claims are paid, and if, after their 
settlement, she arrives in poit, or news of her safety 
reaches Lloyds’, news of such good fortune is heralded 
by the striking of the “Lutine” bell in Lloyds’ under- 
writing room. When the underwriters paid a total loss, 
the assured assigned to them all rights and interest in 
the subject-matter of the insurance, in accordance with 
what is known as the law of “subrogation all property 
in respect of which such claims have been paid becomes, 
therefore, the property of the underwriters. This doctrine 
of subrogation extends to “choses in action” as well as 
" choses in possession ” ; to rights of action in respect of 
property lost as well as rights of possession of property 
saved. A comparatively recent illustration of the applica- 
tion of this doctrine to “choses in action” was afforded 
by the case of the steamer Alhtera. She was lost off the 
coast of South America, after coming into collision with 
the sailing vessel White Star^ and the underwriters paid 
a total loss to the owners of the Albuera, Upon investi- 
gation, it was found that the blame for the collision rested 
entirely with the White Star, and the Alhterds under- 
writers took proceedings against the owneis of the White 
Star to recover the loss they had sustained. The blame 
was admitted, but it was claimed that the liability of a 
shipowner was limited by statute (Merchant Shipping Act, 
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1894, 57 Sr 38 Viet. eh. 60) to ;^8 per ton of his ship’s 
register tonnage, a sum very far short of the value of the 
A lbuera. The result was that the owners or underwriters 
of the White Star paid to the underwriters of the Albuera 
a sum equal to ;^8 per ton of the White Star's tonnage. 
It will be seen that, by the doctrine of subrogation, the 
underwriters stand in the same legal relationship to the 
subject-matter as did the owners thereof. 

Constf active total loss differs from actual total loss in that 
the subject-matter is still in existence, but in such a 
position, or under such circumstances, that the cost of 
reclaiming would be gi eater than its value when leclaimed. 
No sane man will expend upon the acquisition of any 
article, a sum greater than its value, and when goods or 
ship are so placed as to be irrecoverable excepting at a 
greater cost than their worth, the proper and common- 
sense construction to be placed upon the loss is a total 
loss — a constructive total loss. 

If the whole of the expenses incurred in the recovery 
and repair of a ship exceeds her value as a ship 'when 
repaired, she is a constructive total loss ; and the value 
of the ship upon which the calculation is based, is not her 
insured value, but her value after repairs have been effected. 
But as soon as the repaired value has seived the purpose 
of determining a total loss, then, and for the purpose of a 
claim upon the underwriters, her insured value is taken 
into account. 

One more element has to be reckoned with. The ship 
may have cargo on board, the freight of which is to be paid 
at destination, and that destination may not be far distant 
from her position. Provided she can deliver the cargo, 
even though it be in a damaged condition, the freight will 
become payable. 

We may, therefore, state the case thus : — If the cost of 
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repairs is greater than the repaired value of the vessel plus 
the freight earned, there is a constructive total loss. 

Example — 


Insured value of ship .... 


1 0,000 

Total cost of saving and repairing ship 


;^800O 

Freight earned m consequeirce . 

£ 500 


Value of ship as repaired . 

7000 

7500 


A total constructive loss is proved, and the expense 
involved was unwarranted, it having cost ;!^8ooo to save 
only ;^75oo. 

The claim, now being established, will be for the full 
insured value, namely :^io,ooo. 

Many policies have a special clause, providing that the 
“ insured value shall be taken as the repaired value of the 
vessel in ascertaining whether there is a constructive total 
loss under the policy.” 

Reference has been made to the owner (insurer) giving 
“ notice of abandonment ” to the underwriters. This notice 
must be unconditional in its terms, and the word 
abandon ” should occur in it. The absence of any reply 
from the underwriters is evidence that they do not accept 
the abandonment. Notice of abandonment, and an action to 
recoveT the amount insured are two very different things ; 
and, in determining whether or not there was a constructive 
total loss, the actual position on the day of commencing an 
action, and not of the date of notice of abandonment, will 
be taken into account A ship may become so placed that 
it is impossible for man to restore her, but some extra- 
ordinary action of nature may effect what was impossible 
to man ; and the vessel which was to all intents and pur- 
poses, a total loss a month ago, may to-day have become 
only a partial loss. If an action at law had commenced, 
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by the issue of a writ, before this change of position, the 
assured could legally claim a total loss, but not otherwise. 

Constmctive total loss on cargo 

Goods are an actual total loss either when they cease to 
exist, or when they cease to exist “ in specie,” or “ change 
their specie.” A stained glass window may be so broken 
as to have no piece left whole, but every particle of glass is 
present. It has ceased to exist in, or has changed its 
specie ; it was a stained glass window and is now frag- 
ments of broken glass it is an actual total loss. Tobacco 
may become so damaged by sea-water, that by no process 
can it be restored to such a condition as to be saleable as 
tobacco. It is an actual total loss, as it has ceased to exist 
as, or has changed its, specie. 

Without any change of specie, however, goods may 
become a constructive total loss. They may be put ashore 
in safety upon the stranding of a vessel, but be beyond 
recovery, because unattainable ; or they may be damaged 
and placed ashore in such condition and position, that the 
c6st of re-conditioning them and forwarding them on to 
their destination would be greater than their market value 
at that place ; or they may arrive at their port of destina- 
tion so damaged, as not to be beyond restoration to their 
proper specie, but the cost of restoration be greater than 
their restored value. These are all instances of constructive 
total loss of cargo. 


Total Loss of Freight 

Where freight is paid in advance, the shipper generally 
adds the amount to the value of his goods, and the freight 
is not separately insured. Where it is to be paid at 
destination, no portion of it can be demanded excepting 



MARINE INSURANCE 


i6o 

upon production of the goods, and any loss of cargo entails 
also loss of the freight which would have been earned had 
that cargo been delivered. A loss of freight may also arise 
from the failure of a ship to reach a port in time to load 
certain cargo, but most freight policies have an exception 
clause under which the underwriters will not be liable to 
loss of freight by detention. 

Claims 

Where the insurance has been effected at Lloyds’, pay- 
ment to the assured will be made through the broker, who 
usually charges his client with a commission of one per 
cent, for this service. Claims foi total loss must be accom- 
panied by the bills of lading, policy of insurance, captain’s 
protest, and abandonment with subrogation or assignment 
of all interest to the underwriter. 



CHAPTER X 

PARTICULAR AVERAGE LOSSES 

Having discussed losses, partial and total, arising out of 
a sacrifice (General Average), and total losses resulting 
from perils insured against, we have now to refer to that 
most numerous class of losses, particular average. 

A particular average loss is a partial loss of the thing 
insured, caused by a peril insured against, and which is not 
a general average. 

Particular Average Loss of Ship . — Where a ship has 
been damaged, but not totally lost, and has been subse- 
quently repaired, the assured may claim the cost of repairs, 
less certain customary deductions for *‘new for old’’ 
material. It is held that new material has been supplied 
in the place of the old and partly worn-out material which 
had been destroyed, and that an allowance must be made 
therefor, otherwise the contract would not be one of in- 
demnity. If the repair necessitates much labour and little 
material, this deduction of new for old should be small, and 
when the cost of repair is almost wholly a matter of labour, 
as in the case of anchors, no deduction should be made. 
The rule is to pay for repairs to anchors in full, and to 
deduct one-sixth from the total cost of repairs to chain 
cables, and one-third from the total cost of all other 
repairs. This rule, however, does not apply to a ship on 
its first voyage. Without altering this old rule, as a rule, 

M.M.B. M 
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a clause is frequently inserted in policies on ships which 
overrides it ; a deduction of so much as a thiid being con- 
sidered excessive, and in some cases no deduction whatever 
being made. The proceeds of the sale of the old material 
at the port of repair will, naturally, be a deduction from 
the claim upon the underwriters. No single claim on 
account of particular average may exceed the total sum 
assurad, but a ship may, during the currency of a policy, 
meet with a series of accidents, and the total repairs may 
amount to more than the total sum insured. (In this con- 
nection there is a distinct difference between marine and 
fire insurance.) The measure of indemnity being the 
reasonable cost of repair, if the damaged ship be sold in- 
stead of being repaired, the assured can claim for deprecia- 
tion in the value of the vessel arising from the unrepaired 
damage, providing it be not in excess of the reasonable 
cost of repairing the damage. 

Particular Average Loss on Goods {Cargo) 

Where different species of goods are insured under a 
single valuation in one policy, the total loss of any 
particular species of goods is regarded as a total loss, 
and not as a partial loss. Thus, if a cargo of jute and 
rice belong to the same owner, and is insured on the same 
policy, the loss of the whole of the jute, or of the whole of 
the rice, is deemed a total loss of a distinct species of goods, 
whereas a loss of part of the rice and jute is a particular 
average loss. 

The measure of loss to the shipper of goods, or to his 
consignee, as the case may be, is the difference between 
the gross sound value and the damaged value at the port of 
arrival. If A. ships goods to Melbourne and they suffer 
damage on the voyage, A/§ loss is exactly the difference 
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between the sound and damaged values. If the wholesale 
price (or gross value) of such goods in sound condition be 
;^looo, but, by reason of damage, they fetch only £600 at 
a sale, A. has lost ;^400 as a consequence of the damage to 
his goods Whether, or not, he can claim ;^400 from the 
underwriters will depend upon the sum for which he insiiied 
them. Had he insured them for j^iooo, and paid a premium 
upon that sum, his claim will be for exactly ;^400 , but if 
he insured them for £7$^ only, he can claim no more than 
£^00 This matter must be made perfectly plain, and may 
be argued thus : A. possessed goods of the value of ;^iooo, 
but insured them for £7 SO only, therefore a total loss would 
enable him to recover £7 SO, he being a loser of £2SO, for 
which he was uninsured , in other words, he insured them 
with the underwriters for three-fourths, and took the risk 
of one-fourth upon himself. Should the goods suffer 
damage to an extent of 40 per cent of their value, the 
underwriters will pay a claim of 40 per cent, on the sum 
they insured (viz £7So), and the owner will bear the loss on 
the uninsured portion of the value (viz ;^25o). It is evident 
that if A. wished to be fully protected he should have in- 
sured for the full value, and paid a premium accordingly. 
Many merchants do not, and, apparently, cannot see why 
they should suffer at all, so long as the claim they make is 
not greater than the total sum assured. Perhaps another 
example will assist us. B. shipped goods, and insured 
them for £1200 They were damaged on the voyage to 
such an extent that, although m sound condition they would 
have sold for ;!^iooo, in their damaged state they only 
fetched £600 Here, again, his loss is ;^400. But it is 
a loss, by way of depreciation, of 40 per cent., and, as the 
insured value was ;^I200 he will claim 40 per cent, on 
;^I200=s;^48o. ( a ) 

{a) Should the loss be the assured could claim ;firoo. 
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The measure of the loss is the difference between the 
sound and the damaged values, and may be expressed as 
a depreciation of so much per cent, upon the sound value. 
The measure of the indemnity he may claim is the amount 
of that percentage of depreciation applied to the insured 
value. 

A. and B. each shipped goods, the arrived sound value 
of which was £ 1000, and the damaged £ 600 . The measure 
of the loss each was ^^400, constituting a depreciation of 
40 per cent, on the sound value. They may claim, as the 
measure of indemnity, as follows, viz. : — 

A. — Depreciation of 40 per cent, on an insurance of 

£no^£l^o, 

B. — Depreciation of 40 per cent, on an insurance of 
£1200- £^^Q. 

To secure a perfect indemnity — an exact recompense for 
their loss— they should have insured the goods for their 
# exact wholesale price at the port of arrival ; but, since this 
is a fluctuating price, depending upon the supply and 
demand in the market to which the goods are consigned, 
it is impossible to insure for their exact value, and such a 
thing as a perfect indemnity is unattainable. 

So far, we have referred to damage to goods insured by 
a policy on which the insured value has been declared. 
Now we will turn to the consideration of particular 
average losses where the insured value is undeclared, or on 
“ unvalued ” policies. Produce is often shipped to England, 
upon which a policy of insurance is effected here. The 
ship will probably have started on her voyage before even 
the quantity or value of the produce is known in London. 
The policy will show the total amount which the insurance 
cannot exceed, but the value will be left open, to be 
declared as soon as definite advice reaches this country ; 
and, in the event of a loss before such declaration. 
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“ insurable value *’ will take the place of “ insured value ’* 
in calculating the damage The “ insurable value ” 
of goods is their prime cost, plus expense of and inci- 
dental to shipping and the charges of insurance. A 
claim for damage will, therefore, be established, by ascer- 
taining the percentage of depreciation on the sound 
gross value, or wholesale price at the port of arrival, and 
apply that percentage to the “ insurable ” value of the 
goods. 

Underwriters will not be responsible for the rise or 
fall in market values of commodities in the markets 
to which they are consigned. The risk of fluctuations 
in .such values is’ the concern of the merchant, who 
may be presumed^ to know his business, and insure 
accordingly. 

Another form of particular average loss on goods, is the 
total loss of some portion of a species of goods, as of the 
total loss of 10 bales of wool in a shipment of 50 bales.* 
To establish a valid claim, find the insurable interest of 
the lost part and its proportion to the insurable value of the 
whole, and then apply that proportion to the total insured 
value. 

In preparing a claim for particular average loss, it is 
necessary for the assured to produce the following docu- 
ments, viz. : — 

(1) Captain’s protest. 

(2) Set of Bills of Lading. 

(3) Policy of insurance. 

(4) Certified statement by surveyor of sound market 

value at port of arrival. 

(5) Certified account sales of damaged goods. 

(6) Account of survey expenses (which will be allowed 

to the insurer, provided the claim attains the 
franchise without their addition). 
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Particular Average Loss of Freight 

Freight is the hire for carrying goods in a ship. If it 
is not “advance height” it is payable at destination, and 
only upon the production of the goods in respect of which 
it IS demanded. No portion of it can be claimed upon 
goods which have been lost, and the loss of any goods, 
therefore, involves a loss of freight. The delivery of the 
goods in a damaged condition by reason of a peril insured 
against does not alter or affect the amount of freight pay- 
able upon them. There may, thus, be a particular average 
loss of cargo with or without a particular average loss 
of freight. The measure of indemnity recoverable from 
the underwriters, is the pioportion of freight lost to the 
total freight at risk, applied to the insured value of the 
freight ; or, in the case of an unvalued policy, applied to 
the insurable value of the freight The “ insurable ” value 
of freight is the gross amount of freight at risk plus the 
* charges of insurance. 



CHAPTER XI 


GENERAL AND PARTICULAR AVERAGE, COMBINED 
STATEMENT 

In the statement here illustrated, it is supposed that the 
sailing ship Amadeus left London with a cargo for Bilbao 
(Spain), and that in consequence of being struck by some 
large floating wreckage, she sustained serious damage, 
necessitating recourse to a port of repair. The assistance 
of life-boat and other crews was obtained and a pilot put 
on board to pilot her into the harbour at Cowes, as being 
a convenient port, the mishap having occurred off St. 
Catherine's Point, Isle of Wight. 

The first column on the left of the statement contains 
every payment or form of disbursement. 

The reader of the fore-going chapter will have seen 
that the actual damage to ship, etc., is a particular average 
loss, but that the need of seeking a port of repair is for 
the general interest of the whole adventure. All charges 
incidental to the safe arrival of the ship in Cowes harbour, 
are chargeable in general average, and are, therefore, found 
in the column under that heading. 

Pilotage into Cowes is, of course, included therein; as 
well as the award to the crews of the boats rendering the 
required assistance, anchorage at Cowes, and sundry other 
small disbursements. 
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The cost of the average statement is then added, and it is 
found that the amount due in general average is;^63 14s. od. 

This sum of £6^ 14s. od. has to be borne by ship- 
owner, freightowner, and cargo-owner in proportion to 
the value of their several interests. The ship was valued 
(sound value) at £2000, but from this must be deducted 
the £68 representing the depreciation in her value before 
requiring assistance, leaving ;^I932 ; the net value of the 
freight which will be earned by the arrival of the vessel safely 
at Bilbao, is ;^250 ; and the value of her cargo is 15,000. 
The total value of the whole adventure is ;^i7,i82, and 
the total cost of saving it, £6$ 14J. od ; the proportion 
payable by each interest being : ship, £/ 3^. 3d. ; freight, 
£0 18s, 6d. ; and cargo, ^$55 I2j‘. 3d. ; and these items are 
carried into the several columns under those headings. 

The repairs to the ship were carried out without dry- 
docking, and the cargo was left aboard ship. The cost 
of these repairs was £gg 15s. od., but as new material was 
supplied in place of the old material, an allowance of one- 
third had to be made by the shipowners, who have to pay 
£88 5 'S’* therefor. The balance of two-thirds, or £66 
lOJ. od., is carried into the “ship ” column. 

The pilotage out of Cowes harbour is a particular 
charge on freight and is carried into the “ freight ” column. 
The addition of the various columns shows the apportion- 
ment of the total loss of ;^I72 16^. od,, as follows, viz. : — 

APPORTIONMENT. £ s. d. 

The shipowner pays “ new foi old” mateiial . • 33 5 o 

The freightowner, or freight insuier (if it be msuied) 946 
The shipowner, or underwriter on ship (if it be insured) 74 14 3 
The cargo -owners, or underwriters on cargo (if it 
be insured) each in proportion of his value to the 
total of 1 5,000 ' 55 12 3 


Total of loss 


£l'^^ 16 o 
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There is a general average contribution on cargo; a 
general average contribution and a particular average 
loss on ship ; a general average contribution and a par- 
ticular charge on freight ; and a contribution not covered 
by insurance by the shipowner because his ship has been 
improved in value by the new materials used in her repair 
replacing the partly-worn old materials ; all these various 
interests are shown in this one small account. 



I/O 


MARINE INSURANCE 


STATEMENT OF GENERAL 


Per Amadeus, Captain Ewen, London to Bilbao, occasioned by being 
sustained, as appears per piotest , assistance was obtained, a pilot taken 
ship was lepaiied 



London, i/th July, 1907. 

X. Y. Z,, Average adjuster. 
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AND PARTICULAR AVERAGE. 


struck by floating wreckage off St. Catherine’s ^"“Xre'tS 

on board, and, for the general preservation, put into Cowes, where the 


General a\erage 

Ship net 

Ship (lesb Jrd) 

Freight 

Ship owners 

^ d. 

d 

£ s . d 

£ s. d 

£ s d . 

7 IS 6 





.. 110 

I I 0 




4 18 6 





.. 45 0 0 





.. 0 15 0 







70 15 6 





21 4 0 





7 15 6 



. 1 I 0 



0 10 6 





7 15 6 


. I I 0 






66 10 0 

99 IS 0 


33 5 0 



to owners 





j to ship 



. 61 12 0 

67 II 0 


860 

33 5 0 

. 3 2 0 





.. 63 14 0 






7 3 '3 







0 18 6 


. 63 14 0 







74 14 3 


946 

33 5 ^ 










LIFE AND FIRE INSURANCE 


INTRODUCTION 

Property and peisons are alike continuously exposed 
to certain dangers, and prudent people, to ensure to them- 
selves or their dependants the continuance of an income, 
are content to pay part of that income to others who will 
take upon themselves the risks of loss arising from these 
dangers A contract of insurance is, therefore, in the 
nature of a speculation, but, to provide against gaming 
or wagering, the law requires that only such persons as 
have a real pecuniary interest in the thing insured may 
enter into these contracts. Hence, no person may legally 
effect an insurance on any kind of property, or upon the 
life of another person, who would not suffer a financial 
loss by the destruction of the property or the death of 
the person insured. The person for whose benefit the 
insurance is effected, casts the risk of loss upon the 
insurer, and the business of the latter is to convert this 
risk from pure speculation into almost certainty. Abundant 
statistics are at his command, and he may calculate the 
probability of a loss at a stated proportion to the whole 
of that class of property at risk. He knows, not only 
how many buildings exist, and how many of these take 
fire annually, but he divides them into many distinct 
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classes, and fixes the proportion of losses to the total in 
each class. He ascertains the total sum of losses arising 
from perils of the sea, and the total value of ships and 
goods exposed to those perils ; and, after classifying these, 
he is able to fix this proportion in each class. The average 
duration of life of men engaged in various occupations, 
and of stated ages, is no longer a matter of speculation 
but of ascertained fact. The business of the insurer is to 
arrange his insurances of these different classes of risks 
over a very wide field, to insure so many of each class 
for moderate sums, that hts proportion of losses to his 
insurances shall be, as nearly as possible, the ascertained 
proportion of all losses to all risks. He then fixes a rate 
of premium to be paid by the assured to cover the risk 
of loss and provide for expenses of management, etc. 
Such a system eliminates in the greatest possible measure 
the element of speculation, and. provides a certainty of 
means to pay for losses. 

Good faith is essential to all contracts of insurance, 
and any false statements or representations made for 
the purpose of obtaining a lower rate of premium, gives 
the insurer or underwriter the option of cancelling the 
contract. 

In respect of property, whether the insurance be against 
fire or against marine risks, the sum which may be claimed 
in case of loss or damage, is the value of the actual loss 
sustained. These insurances are called contracts of in- 
demnity, and their purpose is to guarantee the assured 
only against pecuniary loss, as will be explained and 
illustrated under the separate sections. 

In respect of life insurance, the measure of indemnity 
cannot be so fixed, and is, therefore, the amount stated 
in the policy of insurance. 

The three principal branches of insurance are fire, life, 



INTRODUCTION 


175 


and marine ; and each of these requires, on the part of 
the insurers, so minute a calculation and so intimate an 
acquaintance, that insurance companies and underwriters 
generally adopt only one or two of these branches as 
their business Some offices undertake business in all 
branches, but have a separate staff and manager for each. 

The volume of business transacted by the many offices 
and underwriters is strong evidence of the prudence of 
the people of this country, and the need of some know- 
ledge on their part of the various forms of contract entered 
into daily. 

The Workmen’s Compensation Act of 1906 which 
came into force on July ist, 1907, has extended the rights 
of compensation to clerks, and to domestic and other 
servants, and insurance policies to cover accident risks to 
servants will probably soon number many hundreds of 
thousands. 


{a) 6 Edw. 7. ch. 58. 



CHAPTER I 


WHOLE LIFE INSURANCE 

The mainspring of life insurance is a laudable desire on 
the part of a person having others depejndent upon him, to 
provide a sum of money for those dependants in the event 
of his death. Provision might be made by periodically 
investing a proportion of his income, but the uncertainty 
of living long enough to complete this provision, and the 
destitution which his premature death would entail, makes 
it incumbent upon him to insure his life. He is willing to 
pay an annual premium to a life office, in exchange for 
their undertaking to pay to his dependants a stated sum 
upon his death. The amount of this premium is fixed at 
a percentage of the sum insured, and will become greater 
as he becomes older at the date the contract is made. 

If this contract were merely renewable at will on the 
part of the Life Office, the annual premium would generally 
increase each year, because the probability of a man of, 
say, 6o years of age reaching his next birthday, is not so 
great as that of a man 30 years old. But the particular 
class of insurance discussed in this chapter is khown as 
“Whole Life Insurance,’* and is one in which the office 
quotes a premium fixed for the whole of the life of the 
assured. The annual premium remains the same through- 
out, but the risk of loss by the Office steadily increases 
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each year until it becomes a practical certainty, and it is 
clear that the premium paid by a man aged 30 must be 
greater than the risk involved for one year ; must, in fact, 
be equal to the average risk spread qver the number of 
years which he may be expected to live, after taking into 
account the interest the office will earn upon the money 
they leceive as premium 

The first thing is to determine the probable duration of 
the life of the assured, and for this purpose many tables 
have been prepared, being the results of the actual experi- 
ence of some office or group of offices, or the carefully 
compiled statistics of some person. The persons upon 
whom falls the duty of measuring the risk involved in 
every class of life insurance are called Actuaries, and it is 
a duty demanding the greatest care and thought, and 
mathematical accuracy. 

Now, if we ascertain that of persons living at the age of 
30, some will die at 31, and others at intermediate ages 
up to the age of 100, when the last one dies, we might be 
led to suppose that the “ average ” man of 30 will live until 
he is 65. Some will live only i year longer and some 70 
years longer, the average being 3 5 years ; therefore, the 
average expectation of life will be 35 years. But we have 
not taken into account the fact that more will die before 
they reach 65 than will then remain alive. We must know 
how many will die during each succeeding year, to arrive at 
the “ average ” or “ mean.” Let us take a simple illustra- 
tion apart from life insurance. The houses in a certain 
street are of various heights, the shortest being 25 ft. and 
the tallest 65 ft, and we ordinarily say the average is 45 
ft There are, altogether, icx) houses, of which 1 8 are 2 5 
ft., 20 are 30 fc., 30 are 40 ft , 20 are 50 ft., 10 are 60 ft., 
and 2 are 65 ft. high. To arrive at the mean height of the 
houses, we must multiply the houses of each height by the 
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number of feet, add them together, and divide by the total 
number of houses m the street. 

^ “t X 30 + 30 X 40 4 - 20 X 50 + lo X 60+ 2 X 65 _ 3980 _ ^ 

Now we arrive at the “mean” height of the houses, 
namely 39 ft. We have counted 25 ft. 18 times, and 30 ft. 
20 times and so on, and this 18 times and 20 times are 
called “ weights.” In other words, we have attached due 
weight to the fact that there was a different number of 
houses of each particular height, and not treated it as if 
there were an equal number of each. 

In arriving at the expectation of life of a person aged 
30, actuaries take a number of, say, 100,000 living at 30, 
find from statistics of actual experience how many such 
live to be 31, 32, 33, and so on; multiply the number 
dying each year by number of years they lived after 30 , 
add these together, and divide by the aggregate number of 
lives, viz. 100,000. 

It must not be supposed that the calculations begin and 
end with the establishment of a “ mean ” from observing 
one set of statistics, or the actual experience of one office. 
Very many observations are made, and there is naturally 
some difference in the result. The mean of all the results 
is taken ; then the extent of the deviation or “ error ” of 
each result from this mean ; then, the sum of the squares 
of these errors divided by the number of results minus 
one ; the square root of this figure obtained is divided by 
the square root of the number of results and multiplied by 
two-thirds (about) ; and thus is found the “ probable error ” 
of the mean. “ Probable error ” is not, of course, the 
greatest possible error, there will be many individual 
cases where the error is without, but there will be an equal 
number within the limits of this probable error. It is an 
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even chance whether a case falls within or without the 
limit. The business of computing the mean expectation 
of life for persons of every age, has been made a fine art, 
and the Institute of Actuaries publishes a mortality table 
which has been arrived at after much research, and adopted 
by many of the leading life offices. This is known as the 
Healthy Males table, Hm. Within recent years, however, 
this latter table is giving place to the British Offices Life 
Tables (1863-1893) 

The basis of all calculations of premiums by life offices 
is the healthy life, or the “ first-class life,” and many offices 
will not accept any other class of risk. There are, however, 
some few which accept “ second-class lives,” at enhanced 
premiums; calculating either at an extra percentage on 
the ordinary premium, or by “ rating-up ” the age of the 
assured and charging a second-class life aged 30 at the 
rate of the ordinary premium of a life aged, say, 35. 

A life insurance office can calculate fairly accurately 
the rate of interest obtainable from its investments, and, by 
setting this against the risk, arrive at the actual premium 
which is required to provide a certain sum at the death of 
each person assured. 

A rate of premium thus arrived at leaves out of con- 
sideration the expenses of management of the office, and 
provides no reserve in case of exceptional mortality on 
account of pievalence of some epidemic or otherwise ; and 
something is added for these purposes by a process termed 
“ loading.” 

The whole life table may be with or without profits, and 
the sum assured is payable only upon the death of the 
person whose life was insured. The premiums are generally 
payable annually until such death occur, but most offices 
accept premiums payable quarterly or half-yearly, with the 
addition of a small proportionate loading to cover loss of 
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interest through the full annual premium not having been 
received at the beginning of the policy year, and also for the 
risk of death of assured before the whole year’s premium has 
been received. Furthermore, the insured, instead of paying 
premiums until his death, may, by payment of a slightly 
higher premium limit the number of his future payments. 
He thus knows at the outset of his insurance, exactly 
how much he will have to pay, no matter how long he may 
live. 

Female lives are often insured at an extra premium 
until fifty years of age, and thereafter at the same rate as 
the ordinary male table. Persons who follow an occupa- 
tion deleterious to human life, as publicans, are charged at 
special rates. They are termed “ hazardous ” risks. 

Throughout it has been supposed that the office has 
a sufficiently large business, covering so many lives of 
every insurable age, as to warrant the assumption that the 
proportion of losses to risks generally will apply to its own 
case particularly. Only under these conditions can it be 
sound. If, therefore, any office, however good, ceases tc 
accept new insurances, or finds its new business seriously 
diminished, it may be compelled to amalgamate with 
another office doing a large new premium business ir. 
order that its field of operations may not decrease. Th< 
proper distribution of its business to cover lives of all age! 
proportionately, and so bring it within the scope of proba 
bilities based upon calculations, as here described, has lec 
to several amalgamations. This proper distribution als( 
precludes an office from taking too large a single risk, and 
although the assured may have obtained from one office ; 
policy for a very large sum, he may rest assured that thi 
office has re-insured a portion of its risk with other office 
—-a very common feature of life insurance. 
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Surrender- Values 

The sum paid by an office upon the surrender of a 
‘policy by the policy-holder is oftentimes considered an 
insufficient return. It is held that the office should be 
liberal in the price it pays for surrender, because it cannot 
any longer sustain a possible loss, and it is seldom that the 
policy-holder reflects that his surrender really tends to 
weaken the office. A large number of sui renders must be 
accompanied by a much larger new business, or the area 
covered is smaller. Again, although there has been a 
process of selection of lives by medical examination and 
inquiry into the lives of the antecedents of the assured, the 
values of different lives are not always the same, and it 
may be assumed that it is not the worst admitted lives 
which desire to surrender. 



CHAPTER II 

WITHOUT-PROFITS, AND WITH-PROFITS 

To any person desiring of securing the largest possible 
assurance for a given annual payment or premium, a 
“ Without-profits ” policy may suggest itself. The rate of 
premium is lower because the assured does not share in the 
profits of the office, but this method of insurance is not 
really as economical as that of a “ With-profits ” policy. 
It has been seen that every office, in calculating its rates 
of premium, takes into account the interest on its invest- 
ment of the premium money ; and, since the rate of interest 
of necessity varies, its calculations must be based upon a 
rate of interest which is arrived at, only after taking a most 
conservative view of the future interest-earning power of 
its invested funds. Doubtless the office will, within any 
lengthened period, earn a much higher rate of interest, 
and thus make a profit, which is wholly, or in part, returned 
to the holders of “ With-profits ” policies, but not to the 
other class. To ensure safety an office fixes a premium 
rate, which makes allowance for cheap money, and if money 
be dear, and its investments yield a good return, the “ With- 
profit” policy-holders reap the benefit of the increased 
income. A fuller measure of return for the premium is 
made than it would be possible to guarantee. 

It is also a well-known fact that the average duration of 
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a man’s life tends to increase, that the mortality from the 
worst forms of diseases which are epidemic is appreciably 
less than forty, or even twenty years ago, and that medical 
and sanitary science have made immense strides. But the 
rate of mortality upon which the offices base their premiums 
do not make the fullest allowance for this increased security 
to life, and their profits are increased by this decreased 
mortality. 

Periodically the actual profit is definitely ascertained, 
and at least a portion of this becomes the property of 
the assured, who may sometimes elect to (a) receive the 
bonus in cash (d) have it added to the sum assured, or 
(c) have it applied to the reduction of his annual premium. 

An intermediate system is adopted by at least one office 
of excellent repute. It recognizes that it is impossible to 
guarantee a fixed sum to “ Without-profits ” policy-holders 
which shall be as full a measure as may be possible, and, 
further, argues that no person should share in present 
profits who may ultimately become a loss to the office. 
It reckons the average rate of interest on its investments 
at just over 4 per cent, per annum, and, in effect, says to 
the assured, “We received your premiums, which are 
invested at 4 per cent., and when the sums you have 
paid plus 4 per cent compound interest reach the amount 
insured by your policy — when, in other words, the office 
cannot be a loser by reason of your assurance, — then, and 
not before, you are entitled to participate in the profits.” 
Its rates of premium are cut finer than those of offices 
which give bonuses to all policy-holders, but are still 
higher than those of the non-participating class of policy. 
The sum of profits is, naturally, less than that of most 
other offices, but the number of participants is proportion- 
ately small, and the system has advantages for the very 
best lives. 
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Here, then, we have three distinct systems, which may 
be summed up thus : — 

Withojtt-profits . — Guaranteeing a larger sum assured, 
but yet affording to the policy-holder something less than 
he may probably be entitled to under the with-prof/t 
system. 

With-profits , — Entitling the policy-holder, beyond the 
sum assured, to a further assurance, which shall be as large 
as the profits of the office permit. 

Intermediate System , — Charging the policy-holder at a 
rate slightly above the without-profit system, and allowing 
him to participate in the profits only when it is impossible 
for his connection with the office to piove a loss. 



CHAPTER III 

OTHER FORMS OF LIFE INSURANCE 

(i) Partnership Insurances , — These are a veiy welcome 
feature in life insurance business and deserve better recog- 
nition. Few people with extended business connections 
have not met instances in which a promising firm has been 
unable to carry on its business by reason of the death of 
one of the partners, and the consequent withdrawal of his 
capital from the business. Perhaps the deceased partner 
held the greater part of the capital of the firm, and its 
withdrawal spelt ruin to the remaining working partners. 
A partnership insurance is in the nature of a joint assurance, 
or an insurance of joint lives. Upon the death of any one 
of the assured the sum assured is payable to the co-assured. 
As the premiums are paid for the benefit of all, they are 
generally charged to the business as part of its expenses, 
and the sum assured is devoted to paying out the capital 
of the deceased partner. The premium of a policy on two 
joint lives is necessarily higher than on a single life of a 
similar age, and one on three joint lives is still higher, 
because the probability of an early claim is greater. The 
principle of assurance on joint lives is not confined to 
partnerships, but its advantages are most pronounced in 
connection therewith. The system of insuring joint lives 
for the benefit of the survivor is, of course, not confined to 
business partnerships. 
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(2) Estate Duty Insurance. — This duty is not a small one, 
and its payment constitutes an embarrassment, if not a 
temporary hardship, in many cases. To provide against 
this, an insurance may be obtained upon the life of the 
testator whereby the office undertakes to pay the sum 
assured to the Inland Revenue Authorities for probate. 

'(3) Reversionary Bonus System^ or Bonuses Discounted . — 
Some offices have devised a means of provision of the 
largest possible amount of insurance combined with par- 
ticipation in profits Such a combination of desirable 
objects had appeared impossible, and, in fact, in any with- 
profits ” system there cannot be a constant amount in both 
premium and sum insured. The discounted bonus system 
fixes the sum assured, but leaves the amount payable by 
the policy-holder subject to a possible variation. The 
office makes an estimate, based upon past earnings, of the 
profits likely to accrue ; and, instead of waiting until these 
are secured before distributing them, deducts them at once 
from the amount of the premium. In effect, it discounts 
the bonus by paying it in advance of its due date. In the 
event of the realized profits being less than the estimate 
the policy-holder is called upon to pay the difference ; or, 
should there be a sum realized in excess of the estimate, 
the balance is distributed among the assured. This system 
furnishes a stricking instance of the desire, on the part of 
our life offices, to meet the demands of the public m the 
fullest measure compatible with security. 

Partially Deferred Pi'Cmiums, or Low Premium for First 
Few Years 

Where the assured has a permanent position, with the - 
ceitainty of an increasing salary, such increase being greater 
than that of his probable necessary expenditure, and where 
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circumstances require him to provide a larger measure of 
insurance than his present income allow, this class of policy 
offers advantages. 

It has been seen that in ordinary insurance policies the 
assured pays a higher rate than necessary during the early 
period of insurance in order that he may pay less than the 
cost during a later period. The office does not run so great 
a risk in the early years as later on, and equalizes the 
premium^ that it may be constant throughout life. Probably 
during the first five or six years a premium at half the 
ordinary rate would meet the requirements of the office, 
and the assured may take a policy at about half-rates for 
five years. He will, however, be required to make this 
good subsequently, and the premium after five years 
onwards will be greater than the full premium at the 
date of entry. 

Premiums are generally based upon annual payments, 
but most offices 'will accept half-yearly or quarterly pay- 
ments, charging a slightly higher rate as already explained ; 
and the vast “ Industrial ” insurance business done in this 
country is usually by weekly payments of from one penny 
upwards. 



CHAPTER IV 

ENPOWMENT ASSURANCE AND ANNUITIES 

It has been said that the mainspring of life insurance is 
a desire to provide for dependants in the event of premature 
decease, and, generally, the need for this provision decreases 
with adv§.ncing years. The children for whom provision 
was needed become competent to take care of themselves, 
and the assured’s greatest need is a provision for his own 
old age. How may he, then, by the payment of a single 
premium, secure both ? All life offices will issue a policy, 
assuring a stated sum in the event of the death of the 
assured before he reaches a stipulated age (50, 55, 60, or 
65) or the payment to himself of that sum on his attaining 
the agreed age. Here, then, is found an answer to the 
question. 

The rate of premium will be greater than that of “ whole 
life assurance,” as the payment of the sum assured is not 
indefinitely prolonged, but must occur within a restricted 
period. The number of premiums are also restricted, and 
the office may not reap the advantage of the long life of 
the assured. In the whole life assurance, they may set-off 
against early death claims the greatly deferred claims and 
many annual premium payments of the longest lives, but 
endowment assurance provides little towards such a set-off. 
Since, therefore, this source of possible profit is denied, in 



ENDOWMENT ASSURANCE AND ANNUITIES 189 


great measure, to the office, the premium must be “ loaded " 
to a commensurate degree, and the interest accruing to the 
office thereby increased. 

The assured, in some offices, has the option of either 
taking the sum assured upon the attainment of the pre- 
scribed age, or an annuity for the remainder of his life 
with forfeiture upon his death ; or a smaller annuity for 
the remainder of his life, and then payment of the sum 
assured to his family. 

Policies upon the lives of children is not an altogether 
desirable form of life insurance, but endowment policies 
for children are admirable in many ways. The payment 
of the sum assured may be made to depend upon the child 
attaining twenty-one or any number of years of age, and 
the object may be to start a son or daughter in business, 
or enable them to continue their education beyond the 
period usually permissible to other than wealthy people. 
A smaller premium is charged if the event of the death of 
the child releases the office from all liability, and a larger 
premium if the sums paid as premiums, are, in such event, 
to be returned without interest to the parent. It will be 
observed that the risk involved in children’s endowments 
is of a different character to that in ordinary endowments. 
In both cases the sum assured is payable on the assured 
reaching a specified age, but death before that age voids 
the policy in the case of a child, while it renders an 
immediate payment necessary under the ordinary policy , 
the office gains in the former and is a loser in the latter 
instance. 

Annuities . — This is one method of securing a larger 
income from a given sum of money than could be obtained 
from its safe investment. Annuities may be immediate or 
deferred, which means that the payments by the office 
may commence at once, or their commencement may be 
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deferred for a period, and their amount proportionately 
increased. Instead of inventing a lump sum of money, 
it IS paid to a life office which undertakes in exchange 
to pay the assured a certain sum, either quarterly, half- 
yearly or yearly during the remainder of his life, or for 
a specified number of years. It will be observed that the 
premature death of an annuitant is a gam to the office, 
and there is, therefore, no need of selection by inquiry and 
medical examination. 



CHAPTER V 

PROFITS OF A LIFE OFFICE 

The yearly accounts of a life office, which are published 
by the office and may be had upon request, consist of a 
“ Revenue Account ” and a “ Balance Sheet.” 

The revenue account shows the funds of the office at the 
commencement of the year, and the amounts received for 
premiums and interest on investments, on the one side ; 
and on the other, the payments on account of claims, 
surrenders, commission, expenses, etc. ; and the balance 
of this represents the amount of the funds at the close of 
the year. 

The balance sheet shows these funds as a liability, to 
which is added claims not paid, etc. ; and the assets reveal 
a list of investments, mortgages, premiums due and not 
paid, cash at bankers and in hand. It is really a statement 
showing how the funds are invested by the office. 

Neither of these yearly statements refers to profits, 
which are computed only at longer intervals of five years 
or less. 

Given the age of a man (his expectation of life is found 
by reference to the tables), the conditions of his insurance, 
and the amount for which he is insured, the present value 
of the assurance or liability to the office is soon determined ; 
but to asceitam the profits it is necessary to find the present 
value of the liabilities of the office to all its policy-holders, 
and this is a work entailing much labour. The funds of 
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the office will probably be greater than the total of these 
liabilities, revealing a surplus which is at the disposal of 
the office. A portion of the surplus will probably be 
carried to the general reserve fund to increase the stability 
of the office, or provide against any future abnormal 
number of claims, a further portion, in the case of companies' 
offices, will be devoted to the payment of a dividend to 
the shareholders, and another poition will be distributed as 
a bonus among the policy-holders 

The present value of payable at the death of a 
person depends upon his age and the rate of interest 
calculated. Find the total sum assured to people of each 
age and multiply it by the present value of i payable at 
death. Suppose that an office has assured a number of 
people who are now aged 45, and assume that the present 
value 'of £i payable upon their death is ;^0'5, and the 
total sum of their assurance ;^i 50,000. By multiplying 
;^i50,ooo by 05 we arrive at the present value of that 
assurance, viz. ;^75,ooo. Now find the present value of 
the several sums to be paid by the policy-holders as 
yearly premiums. If this be found to be ;^40,000— the 
net liability of the office will be its gross liability to policy- 
holders, ;^75,ooo, less present value of their liability for 
future premiums, ;^40,ooo— viz : ;^35,ooo. To find the 
value, 5 years hence, at 10 per cent, compound interest 
of the sum of ;^ioo. First finl the value of £i which 
will be (^100)® other words, 

£\y must be multiplied by itself five times {t.e. raised to 
the 5 th power). 

;£} J X H X H X X 11 = io- 19 Jo- = ^lOSi 
And ;^ioo Will be ;^i'6iosr X icx)=;^i6ro5i=;^ i6i i o 

To find the present value of ;^ioo due five years hence, 
computed at 10 per cent, compound interest. 
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Take a capital of ;^l. 

This will amount, in 5 years at 10 per cent., to 

If £1 amounts to {£]-lf, amount 

1 o)> 

to £1. 

Therefore is the present value of due 5 years 

hence. 

The powei here is a minus power, and the fraction will 
be reversed before multiplication 

X i?- X 1?- X n X n X I-?- = nnri = ^209 

And ;^i'ioo will by ;^0'6209 X loo = £62 09 = £62 1 10 


Where the period is a very long one, this method of 
working would be almost interminable, and the invention 
of logarithms has simplified it. Find, to the nearest penny, 
the present value of due 15 years hence at 3 per cent, 
compound interest. 

From a table of logarithms, it will be found that log. 
103 = 2*0128392, and log. 100 — 2. Instead of dividing 
103 by 100, we merely substract log 100 from log. 103, 
thus — 

20128392 

2 

'01 28392 


remains, and this is multiplied by the number of years, 
VIZ 15 

•0128392 

15 


641960 

128392 


M.M.B. 


•1925880 


O 
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Next, we refer to the tables again to find that log. 78 = 
18920946. Because the power (—15) is a negative or 
minus power, deduct from— 

1-8920946 

•1925880 

1*6995066 

Turning again to the tables, we find that log. 500651 == 
1*6995066, hence the answer is ;650-o65i, or i 4 

Had we wanted to find the sum which £y 8 will amount to 
in 1 5 years at 3 per cent, compound interest, we should have 
added together i 8920946 and’1925880, making 2*0846826, 
and found what log equalled that figure, such log. repre- 
senting the value in pounds sterling. 



CHAPTER VI 

COURSE OF BUSINESS 

The person proposing to effect an insurance upon his 
life is required to fill up a proposal form. He must give 
definite answers to questions relating to the past history of 
his family, to guide the office as to the probability of an 
hereditary tendency to certain diseases ; and to other 
questions relating to the diseases from which he has 
suffered, his mode of life, etc. The offices rely so largely 
upon the information herein given by the pioposer, that 
one of them is prepared to dispense with a medical ex- 
amination where the proposal is entirely satisfactory ; and 
any misstatement by the proposer renders the contract 
voidable at the option of the office, whether or not there 
has been a medical examination The references given 
by the proposer serve a double purpose, enabling the 
office to obtain supplementary or confirmatory information 
as to the habits of the proposer, and affording its repre- 
sentative an introduction to the referees, to whom he may 
explain the advantages of life insurance, with a view to 
securing another customer. 

The acceptance by the office and the payment of the 
first premium completes the contract, which finds expres- 
sion in the form of a policy. This policy is assignable, but 
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no assignment is complete until it is in the form of a deed 
of assignment, and registered in the books of the office. 
Some offices have a special form of deed for this purpose, 
and do not care to register an assignment on any other 
form. When money is lent on the security of a life policy, 
the lender should always require (a) the policy, (^) a 
deed of assignment, and (^) registration of the deed 
by the office. A deed of assignment alone confers an 
equitable title on the assignee, but it may be defeated 
in favour of some prior equitable title; and an assign- 
ment with registration confers a very good equitable 
title, but is incomplete without possession of the policy. 
Another person may have a lien upon the policy and 
refuse to part with its possession until his debt has been 
satisfied 

An assured who desires to raise money on the security 
of his policy, cannot do better than arrange with the office 
in which he is insured to advance him a sum within its 
surrender value, and this it will do at a comparatively low 
rate of interest. 

A policy may name a beneficiary, and is then transfer- 
able only with the consent of that person If a man in 
solvent circumstances takes out a policy on his own life 
for the express purpose of benefiting his wife, and this 
fact is stated on the policy, she becomes the sole bene- 
ficiary, and in the event of his subsequent bankruptcy, 
the trustee has no control over the policy, because the 
bankrupt has not the power to dispose of it without the 
consent of the beneficiary, who need not consent. 

No person may legally effect an insurance upon the 
life of another unless he has an insurable interest therein. 
This insurable interest must be a real pecuniary interest. 
A creditor may insure the life of his debtor, because his 
death would materially decrease the probability of payment 
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of the debt, but the promise of a gratuity at a future 
date is not an insurable interest, as it is not binding upon 
the promisor, and may be revoked at his will. 

An office does not always require documentary proof 
of the age of the assured at the time of admission, although 
age affects the rate of premium ; but it will require this 
proof before payment of a claim, and it is far better for 
the assured to produce a certificate of his birth and get 
the policy marked V age admitted.” 

Some polices do not permit the assured to travel to, 
or stay long in tropical countries, while others are more 
liberal in this direction ; some except from benefits a case 
where the assured takes his own life, others pay a claim 
if the policy has been in force two years at the time of the 
'suicide, and still others are content with a period of six 
months. Most offices stipulate that the assured shall not 
engage in naval or military professions or seafaring 
business. 

A renewal premium is payable one year after the date 
of the policy, and on the same date in each succeeding 
year, but, generally, one calendar month’s grace is allowed 
during which the renewal premium may be paid ; and, 
although offices send out notices of renewal, the failure 
to receive such notice does not excuse the assured for the 
omission to pay the renewal fee. 

Evidence of the death of the assured usually takes 
the form of a certificate of the Registrar, but sometimes 
it is impossible to prove death, although every circum- 
stance points to the fact that the assured is dead. In 
such cases death may be presumed, the presumption being 
based upon evidence sufficient to convince an ordinary 
jury. 

Life policies must bear an impressed stamp, the duty 
being as follows, viz. : — 
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s. d. 

For a sum assured not exceeding . ... i 

Exceeding and not exceeding ^21^ . . . 3 

Exceeding ^^25 and not exceeding ;!^5oo, for every ;£^o 

or fractional part of ;;^5o . . . . 6 

Exceeding ;;^5oo and not exceeding ;2^iooo, for every 

;^ioo or fractional pait of ^100 . .10 

Exceeding jj^iooo, for every ;^iooo or fractional part . 10 o 



CHAPTER VII 
FIRE INSURANCE 

A CONTRACT of fire insurance is strictly a contract of 
indemnity, wherein the Fire Office agrees, in exchange for 
a payment called the premium, to recompense the assured 
for any loss of property caused by an outbreak of fire. 

The property insured may be furniture, goods, buildings, 
or some few other items which will be mentioned later. 

In the insurance of furniture this question of indemnity 
must be kept in mind, or the assured will fail to realize 
the extent of his insurance. Because an office issues a 
policy for ;^iooo in respect of certain household furniture, 
the total loss of that furniture does not necessarily involve 
the payment of ;^iooo. It may be that its market value 
was only ;^5oo, in which case that sum will represent the 
total liability of the office. Occasionally an office sends 
a surveyor to inspect the property to be insured ; but this 
is not the rule, and if it were, the premiums would be 
considerably greater on account of the largely increased 
expense. The assured fixes his own sum for which he 
desires to be insured, and, when a loss occurs, must prove 
the extent of that loss to the fire office, which will then 
pay the claim ; and it is clear that every person insuring 
should be prepared with an inventory of the things 
destroyed. 



200 


FIRE INSURANCE 


If the assured has any article or articles of a very costly 
nature, such as a picture, of a greater value than 5 per cent, 
of the full value of the house furniture he should declare 
this to the office, and see that its value is separately stated 
in the policy , but even ^this will not relieve him of the 
necessity of furnishing proof of its value in the event of a 
claim. ^ 

In submitting a claim for loss, due allowance must be 
made for depreciation in value by wear and tear, and the 
measure of this depreciation is often a source of trouble. 
This fact is not surprising, seeing that every one who has 
been deprived of an article is apt to estimate its value at 
something more than he would have done while it was in 
his possession 

Fire offices pay very many claims in respect of fires 
about the origin of which there is grave doubt, and 
if it were the practice to pay the full amount insured 
without inquiry into the measure of the actual loss, this 
class of claim would probably increase, with the result 
that a general rise in the rates of premium must follow. 

The amount insured by the policy is the limit of 
liability of the office, and if, during the period covered by 
one premium (generally one year) there be more than one 
loss, the claims on account of the combined losses must 
not exceed the sum insured. Although the policy is 
usually renewed each year, it is optional with both the 
assured and the office to refuse to renew ; and the office 
may charge an increased premium for renewal if it con- 
sider the risk demands it. Fire policies must bear a six- 
penny impressed stamp. 

The policy names the premises in which the furniture is 
placed, and only covers it whilst on those premises ; there- 
fore any removal should be notified to the office, and the 
policy endorsed accordingly. 
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The rate of premium varies with the class of house con- 
taining the furniture, and its neighbourhood. 

For furniture in an ordinary house of brick and slate or 
tiles not in the vicinity of manufactories, the premium is 
about two shillings per hundred pounds, whereas if rooms 
over a shop be occupied, the rate of premium will be much 
greater. Private houses near timber yards or chemical 
works are also rated higher. 

Stocks of merchandise are usually insured annually, and 
it is to be feared that the numerous cases of under- 
insurance which come to light after any great conflagra- 
tion, are the result of estimating the amount of insurance 
required by the stocktaking figures, although a very 
slight acquaintance with business practice would reveal 
the fact that stocks are then at their lowest. Where there 
is an occasional need of very large cover, a short-period 
policy may be taken out, the rate of premium being pro- 
portionately greater for short than for long periods, and a 
policy for three months being charged at about half the 
annual rate. 

Many merchants have, besides the goods in their own 
warehouse, other merchandise stored in dock and public 
warehouses and wharves, the value at each warehouse 
fluctuating with sales and fresh at rivals, and it is usual to 
insure all these under one policy called a “ floating policy.” 
The total amount is stated on the policy, and goods of 
that value may be stored at any one or more warehouses 
within a prescribed area 

Where premises are let on lease, the lessee or tenant 
has to pay the rent even if the premises be burned down, 
and an ordinary policy of fire insurance does not cover 
this risk. It is desirable, therefore, to insure, separately, 
a year’s rent, in order that the assured may not be a loser 
during the period of re-building. 
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Assignment 

Immediately the legal possession of goods passes from 
the assured, by sale or otheiwise, his insurable interest in 
them ceases, and the risk no longer attaches to his policy. 
Goods stored in dock warehouses are frequently sold, and 
the property in them transferred to the buyer without 
their removal from that warehouse ; but they cease to be 
at the risk of the fire office which insured them. The 
assignment of the goods does not include the assignment 
of the interest under the policy, and, generally, this interest 
cannot be assigned. In the case of marine insurance 
policies, the interest may be assigned by the assured 
endorsing the policy and without notice to the under- 
writers, and in the case of life insurance policies the 
interest may be assigned by a deed of assignment, and 
notice thereof to the office ; but no assignment of a fire 
insurance policy is effective unless the previous consent of 
the office has been obtained. 

Enlargement of Premises 

Every addition or structural alteration to premises 
should form the subject of an arrangement with the office 
before the commencement of operations, or a policy on 
the goods stored therein may become void. Two adjoin- 
ing warehouses may be rated at ten shillings per cent , 
but directly they become communicating, by a doorway 
being made through the party-wall, the risk is increased, 
because if a fire originate in either building it may easily 
spread to the other. It is common for the office to insist 
upon the fixing of double iron doors in such cases, one on 
either side of the party-wall covering the aperture, these 
doors being closed every night ; in fact, most very large 
buildings are partitioned off by party-walls running from 
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the 'foundations to a point higher than the loof, with a 
limited number of openings protected by these double 
iron doors 

Many firms keep fire-extinguishing appliances on the 
premises, and some of the employees are well drilled in 
their use ; and a further method of lessening the risk of 
an extensive fire is provided by the use of automatic 
sprinklers A sprinkler installation consists of a hydrant 
or hydrants running from the mam water-pipe to the top 
of the building, and a series of pipes along the ceiling of 
each story. These pipes run in parallel lines about ten 
feet apart, and at frequent intervals along them there are 
nozzles through which the water may be forced and strike 
a star, which causes it to spurt upwards again and then 
cover a large area in its descent. Each nozzle is closed 
by a cap, which is secured in its place by solder which 
is made soluble at a degree of heat varying with circum- 
stances When this heat is attained by a fire in the 
building the cap falls away from the nozzle, and a stream 
of water poured upon the fire, and in the case of an 
extended fire many of these nozzles are uncapped and 
a very copious flow of water obtained. To provide against 
the possibility of the water-main being closed, a large tank 
or cistern is placed above the roof and always kept filled. 
Fire offices recognize the reduced risk on premises which 
are ‘‘ sprinklered,” and quote a lower rate of premium 
accordingly, but the risk which they undertake is one 
having fire as its origin, and any breaking open of the 
nozzles or sprinklers by accident or design, and consequent 
damage to goods by water, is not covered by a fire policy. 
It is possible, however, to obtain an insurance against this 
particular risk. 

Most offices refuse to accept the risk of fire caused by 
earthquake, and the English offices which do a large 
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foreign business generally insert a clause to that effect 
in all policies they issue in respect of property in quarters 
where earthquakes may be expected The terrible con- 
flagration in San Francisco in 1906, with its enormous 
attendant losses, has proved the necessity for such a 
clause. 

The classification of risks and rates of premium has been 
an immense work, and has been made more complete by 
the assistance the fire offices have mutually rendered to 
each other, leading to the formation of a tariff based upon 
the actual experience of all offices. And the fire offices 
have generally acknowledged that the large profits they 
often make should not be wholly regarded as profits which 
can be distributed either among shareholders or policy- 
holders, but largely as a reserve, which may be called upon 
in the special circumstances of some gigantic conflagration. 
Householders frequently point to these huge reserves as 
evidence that they are paying too high a premium on their 
risks, whereas they have been built up by increased pre- 
miums upon specially hazardous risks. There has been 
abundant proof that the rates charged twenty-five years 
ago on buildings and stocks in certain city areas were 
altogether disproportionate to the risk, and the destructive 
fires of Wood Street and Jewin Street convinced the offices 
that larger premiums and greater reserves were necessary , 
and while the premiums on business premises in congested 
areas have risen considerably, those on ordinary dwelling- 
houses have shown no increase. 

Buildings may generally be insured at a premium rather 
smaller than that charged for the contents, as they are not 
so liable to total destruction. 

Hazardous risks, such as manufactories, especially wheie 
chemicals or goods specially liable to fire are made, are 
charged at premiums which the experience of the combined 
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offices and the exhaustive reports of expert surveyors 
show to be equitable, and in many cases the fire offices 
will not take the whole of the risk, leaving the assured 
under-insured, or his own insurer, for some part of the 
total value, or refusing to accept the risk unless it be 
sprinklered.” 

There are, however, some few offices which do not recog- 
nize the general rates of the tariff offices, sometimes giving 
a lower quotation, and these are called non-tariff offices. 
They are neither numerous nor very powerful, and the best 
that may be said of them is that they may possibly act as 
some sort of check to the tariff offices increasing the rates 
of premium beyond reasonable bounds. 

Many English fire offices do a large business outside the 
British Isles, and are represented by branches in nearly all 
the Colonies and in America. Other offices which have 
no agencies abroad also underwrite foreign risks, accepting 
a portion of those originally taken by the offices directly 
represented Thus, the fact that one particular office paid 
an enormous sum on account of claims arising out of the 
fire at San Francisco, is no proof that its funds have been 
depleted to that extent, as probably it had re-insured part 
of the risks with other offices which did not do business 
direct with San Francisco. 

The average clause is very frequently found in fire 
insurance policies, and although it has many detractors 
the principle lies at the very root of insurance. The 
amount stated on the policy as the sum insuied is the 
extreme limit of the liability of the office, but may not 
represent the full value of the property insured. For 
example . A merchant with a stock of goods of the value 
of;^ 2 o,ooo insures it for £ 1^,000 only, being well aware 
that the total destruction of the goods would entail a loss 
of £5000 to himself, but also knowing that, in the vast 
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majority of instances, the loss from fire is only partial. If 
the damage prove to be ;^8ooo, the office will not pay that 
sum, but will take into account the total value of the stock 
at risk, namely, £20 <co& and the amount of its insutance, 
;£'i 5,000; arguing that the assured took the remaining 
risks of ;^5ooo upon himself, and that, therefore, the loss of 
;^8ooo must be borne proportionately by the office and the 
assured; three-fourths, or ;^6ooo, being due from it, and 
£2000 (one-fourth) being at the risk of the policy-holder 
Any alterations in this equitable rule would tend to benefit 
the person not fully insuring his property, at the expense 
of those who are careful to be fully protected. 
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INTRODUCTION 

Partnership law does not confer upon any partner the 
power to dispose of his share or intei-est in the partnership 
undertaking without the consent of his co-partners. He 
may be entitled to withdraw a portion or the whole of the 
- capital he has placed in the business, but he cannot sell 
his partnership wholly or in part. 

The property in a partnership, not being transferable at 
the will of the holder, cannot form the subject of a pur- 
chase and sale in the stock exchange ; and the business of 
stock and share dealing is the outcome of a national debt 
and a system of joint stock enterprise. 

The national debt was practically created in the reign of 
William the Third, when the national finances were placed 
in the hands of Parliament, which had to borrow money to 
keep up a national army. The wars of that reign necessi- 
tated large borrowings from the public, which received 
Government securities m exchange for its cash advances, 
and, as these securities were transferable at will, the desire 
to sell and purchase them gave rise to stock dealing. 

The Bank of England was established in 1694, and the 
success attending it led to the extension of the principle of 
joint stock holding to other ventures, with the result that 
the business of dealing in stocks and shares assumed some 
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importance. A joint stock company may consist of any 
number of proprietors, provided that it never falls below 
seven. Its capital consists of a given amount, and this may 
be divided into a number of shares of equal value, or each 
proprietor may contribute a sum towards the capital, which 
sum is called stock; and, in either case, the holder of 
shares or stock may sell his holding, with all interests 
therein, to another person. At different periods the public 
have exhibited so great a desire to invest their savings in 
joint stock enterprises as to amount to a wild rush to 
procure shares or stock of any and every description, with 
the very natural result that enterprises of the wildest 
description have been launched as joint stock companies. 
Foreign Governments, requiring loans and having but 
doubtful security to offer, have profited by the cupidity 
of British investors, and the offer of a high rate of interest 
has been a sufficient bait to secure the money of which 
they were in need. 

The vast industrial undertakings represented by canal, 
gas, railway, water and other companies were almost wholly 
of the joint stock order, and, although most of these have 
been of inestimable value to the country, some of them 
were ill-conceived and the investors lost heavily. 

At a later date, when the alluvial deposits of gold had 
been exhausted, and recourse had been made to mining 
instead of digging for the metal, the great expense 
incurred in sinking shafts and providing machinery caused 
most works of this class to be undertaken by joint stock 
companies. 

Industries of all kinds, manufacturing and trading, 
wholesale and retail, have assumed larger proportions, 
with a view to increased efficiency and output and 
decreased expenditure, and joint stock companies almost 
innumerable have sprung up. 
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Individuals whose separate savings would have been 
insufficient for the puipose of carrying on a business may 
now invest their small amount of money in a joint stock 
company, each becoming part proprietor in a gigantic 
business, and retaining the right to sell his pait at will, or 
leave it by will to others. 

The many thousands of different kinds of stocks and 
shares which are now bought and sold on the London 
Stock Exchange have created a need for a special branch 
of business called stock and share dealing. This need has, 
of course, gradually arisen side by side with joint stock 
enterprise and national debts, and the class of men 
attracted to it has sometimes been of a most undesirable 
kind. Buying'for investment is a very legitimate bu siness, 
but buying or selling for mere speculation may easily 
degenerate into pure gambling ; and, because of this latter 
tendency, our legislature has, in the past, attempted to 
impose restrictions upon what are known as “ time ” 
bargains, wherein the seller had not, and the buyer did not 
wish, possession of the stocks or shares, but both were 
speculating for a rise or fall in the value of the securities, 
and intended merely settling their difference at the time 
agreed upon. Barnard's Act of 1734 was passed to 
“prevent the infamous practice of stock-jobbing,” but 
became practically inoperative and was ultimately repealed. 

As with every other commodity forming the subject of 
considerable exchange, so with stock and shares a “market” 
was formed. The dealers found it convenient to meet at 
a central place to conduct their business, and, iii agreement 
with the practice of the times, they met at a City coffee 
house in Change Alley — Jonathan’s by name. Here the 
public were admitted and could conduct their own business, 
or be present whilst their broker conducted it, and the 
course of business was not of a nature commanding the 
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respect of the public generally, or of the better class of 
dealers. 

In i8or, some of the latter purchased the site upon which 
the present Stock Exchange stands ; and by formulating a 
truly admirable set of rules for the admission of members 
and the conduct of business, and by the exclusion of the 
public, they succeeded in raising the tone of stock-dealing 
to a higher level than probably any legislation could have 
effected. 

For very many years stock-brokers were required to 
obtain a licence from the corporation of the City of London, 
but the corporation has now no power m the matter, and it 
is open to any person with or without adequate means or 
conscience to act as a stock and share dealer. The 
advertisement columns of our daily press disclose the 
names of many such dealers, but they are not members of 
the Stock Exchange, and any person wishing to place him- 
self in communication with a reputable broker who is a 
member should apply to the secretary of the Stock Ex- 
change for a list of members, as they may not advertise. 



CHAPTER I 

SHARES, STOCKS, AND BONDS 
Shares 

The capital of a joint stock company is usually divided 
into a number of equal parts called shares, and, speaking 
generally, any person may become possessed of one only, 
or of any number of these shares, providing that, in the 
case of a “ limited ” company, the number of shareholders 
shall not be at any time less than seven. 

Joint stock companies may be limited or unlimited ; 
that is to say, each shareholder’s liability may be limited 
to the amount of the shares for which he subscribes, or it 
may be unlimited In the latter case, every shareholder 
becomes liable for all the debts of the company , and, in 
the event of the failure of the company to pay its debts, 
may be called upon to make good any deficiency out of 
his private estate , it is not, therefore, surprising that there 
are very few unlimited joint stock companies. Subject to 
the provisions of the Companies Acts, 1908 to 1917, a 
company may become registered as a joint stock company 
with limited liability, and must include the word “ limited ” 
in its name upon all documents it issues, to enable any 
persons having dealings with it to see that the liability of 
its shareholders or members is limited. A discussion of 
the provisions of these Acts is outside the scope of this 
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book, and readers who desire information upon the subject 
should obtain one of the standard text-books. 

When shares in a limited company are originally offered 
to the public, the invitation is conveyed to them through 
the medium of a “ prospectus ” ; and when a person applies 
for shares his application must state the number of shares 
for which he wishes to apply. If any shares be allotted 
to him, a further payment is demanded, and the balance 
becomes payable according to the terms of the prospectus. 
As soon as shares have been allotted to him, he becomes 
a member of the company. The balance may be arranged 
to be called up at certain stated times, or some portion may 
be left “ uncalled " for an indefinite time ; but the member 
will be liable to the extent of the uncalled balance of his 
.. shares, and no further. 

Example of the Principle of Unlimited and of 
Limited Liability 

Suppose that seven persons jointly entered into an 
undertaking of business as partners, each contributing 
;iS’iooo to the capital of the firm, and that the business 
was carried on so unsuccessfully that the assets (cash, 
stock, debts owing to them, property in machinery, fittings, 
premises, etc), if realized, would not provide a sum 
sufficient for the payment of their debts or liabilities. 
They are said to be insolvent and may be adjudged 
bankrupt. Suppose that, after selling all the property 
of the firm, there was required another L2800 to enable 
a payment in full to be made to the creditors The 
partners may be called upon to pay, each out of his 
separate estate, the sum of ;^400 ; and if three of them 
have no property other than that invested in the business, 
the remaining four must make good the deficiency, each 
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being required to contribute £700 instead of ;^400 ; or, in 
the event of six of the partners having no means out of 
which to contribute, the sole remaining one must pay the 
entire £ 2800 . This is the principle of unlimited liability 
and applies to membership of unlimited joint stock 
companies, as well as of firms. 

But, now, suppose these seven persons had registered the 
undertaking as a limited liability company, with a capital 
of £ 7000 , divided, say, into 7000 shares of £1 each, fully 
paid, each taking 1000 shares in exchange for £1000 
deposited m the business When the undertaking proved 
a failure, the company might be “ wound up,” which is the 
equivalent to bankruptcy, but a company cannot techni- 
cally be adj'udged bankrupt The assets of the company 
would be sold, and the creditors paid proportionately out 
of the money thus produced ; but the seven members of 
the company cannot be compelled to contribute towards 
any balance of indebtedness. This is the principle of 
“limited liability.” This example will serve to illustrate 
the difference between membership of a firm, and member- 
ship of a j'oint stock company. None of the seven 
members of the firm could sell his share in the concern 
without the consent of all the partners, but any of the 
seven members of the limited liability company could sell 
the whole, or any number, of the 1000 shares he possessed 
without reference to his co-shareholders. The method of 
registering the names of members, and of transferring their 
shares to other persons, will be explained in another 
chapter ; it will be sufficient, heie, to state that every share 
has a distinctive number, so that the shares of A. may have 
been numbered from i up to 1000, of B. from 1001 to 
2000, of C. from 2001 to 3000, of D from 3001 to 4000, of 
E from 4001 to 5000, of F. from 5001 to 6000, and of 
G. from 6001 to 7000. The documents issued by the 
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company, proving the title of the several members to their 
shares, were not 7000 in number, but only seven ; these 
seven documents being “share certificates,” one of them 
certifying that A. was the proprietor of 1000 shares of ;^i 
each, fully paid, numbered from l to 1000 inclusive, and so 
on. If A. sells 200 of his shares, he must specify which 200 
he has sold, whether those numbered i to 200, or 801 to 
1000, or otherwise. The secretary of the company will 
take from A. his original certificate for 1000 shares, and 
issue two others in its place. If the shares sold were those 
numbered from 801 to 1000, the new certificate issued to 
A. will be for 800 shares of ;^i each, fully paid, numbered 
from I to 800 inclusive ; and the other certificate, in the 
name of the purchaser, will be for 200 shares of i each, 
fully paid, numbered 801 to 1000 inclusive. Every 
individual share, therefore, preserves its identity, and must 
be stated in every tiansfer, and, where the shares are not 
fully paid up, the new holder will become liable for any 
unpaid portion. Shares may or may not be fully paid up 

Where there is but one class of share issued by a com- 
pany, it is usually merely designated a “ share ” ; but some 
companies issue several distinct classes of shares, in which 
case they must be separately designated. It is a common 
practice to issue two classes of shares, one called “pre- 
ference,” and the other “ ordinary ”«shares. The preference 
shares («) entitle the holders to a stated rate of dividend, 
which has to be paid to them out of the profit before the 
ordinary shareholders receive any, and it is necessary, 
therefore, to stipulate what rate of dividend shall be 

(tr) Shares may be preferred as to dividend only, or as to dividend and 
capital. In eithei case, the holders receive their dividend before any payment 
IS made to the holders of ordinary shares , in the latter case, in the event of 
the Company being ivound up, and there being a surplus after payment of all 
its debts, that surplus must be devoted to ic-payment to the preference share- 
holders before the oidmary shareholdeis can participate in it 
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paid to the preference shareholders ; hence, we read of 
5 per cent, pieference shares, or 6 per cent, pieference 
shares. It is now a common practice to issue “participat- 
ing ” preference shares : t <?., shares entitled, after they have 
received the stated, or fixed, rate of dividend, and the 
ordinary shares have received dividend at a similar rate, to 
participate with the latter in any further profits that may 
be distributed. 

The profits made by a company in the conduct of its 
business are sometimes partly kept in reserve {b), and 
partly distributed among the members in proportion to ' 
the number of shares held by them and the amount paid 
thereon. This distributed profit is called a " dividend,” 
and a special order upon the company’s bankers, very 
much like a cheque in form, is sent to each member whose 
name is registered in the books of the company 

Since the dividend upon preference shares must be 
paid before that upon ordinary shares, it follows that 
preference shaieholders are more certain to receive a 
dividend, and this increases their security. But there is 
a limit imposed upon the dividend they may receive, 
whilst there is no limit in the case of ordinary share- 
holders. Ordinary shares, therefore, are not so secure, 
but may entitle their holders to very large dividends. {See^ 
however, reference above to parttcipaUng preference shares^ 

Examples. — The capital of a company is ;^4oo,ooo, divided into 
200,000 five per cent preference shares of^i each, and 200,000 ordinary 

(p) Since the cessation of hostilities m the Great War, numerous companies 
have capitalized part of their reserves, / a sum has been transfeired from the 
reserve and applied to paying up m full unissued or newly-created shares, 
which have been issued as a bonus to the shareholders. As a general rule, 
only holders of ordinary shares participate m such a bonus. The ostensible 
reason for this piocedure is the desirability of malcing the share capital 
approximate more closely to the value ot the assets, which has risen enormously 
as a result of the war. 
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shares of each, all of which have been fully paid up Its net profit 
for the year 1906 was £ 27 , 000 , out of which ;i^2ooo was placed to the 
Reserve fund, leaving ;^25,ooo to be distributed among the share- 
holdeis. A dividend of 5 per cent, (the fixed rate) to preference 
shaieholders will absorb ;/Jio,ooo, and the balance of 5,000 will be 
hvided among the ordinary shareholders, each receiving 7 ^ per cent. 
Dn the amount of his shares. The large" profits have been greatly to 
;he advantage of the ordinary shareholders. 

But, now, suppose the profits had allowed of a distribution of 
^15,000 only. The preference shareholdeis would still be paid 5 per 
sent, on their shares, thus absorbing ;^io, 000, and leaving only;^5ooo 
"or the oidmary shareholders, who would receive a dividend at the 
rate of only 2 ^ per cent. 

The greater security of the preference shares appeals 
:o investors who want to insure a safe income ; while 
the possibility of big dividends, although accompanied by 
greater risk, invites the attention of a more speculative class. 

Many preference shares are “cumulative,” t.e, if the 
profits made during one year are not sufficient to pay 
even the preference dividend in full, the unpaid balance 
is carried forward to the following year, when, if the 
profits are large enough, this balance, as well as the divi- 
dend for the current year, must be paid on the preference 
shares before the ordinary shares become entitled to any 
payment ; in other words, no dividend can be paid on the 
ordinary shares until the dividend on the preference shares 
for the current year, and any arrears of dividend on these 
shaies for previous years, have been paid. 

The division of stocks and shares into different classes 
does not end with ordinary and preference ; it is, m fact, 
almost interminable. Some “ ordinary ” stocks, notably in 
the case of British Railway Companies, are subdivided 
into “preferred ordinary’* and “deferred ordinary,” the 
preferred ordinary being entitled preferably to a fixed part 
of the rate of dividend declared on the undivided ordinary 
stock, and the deferred ordinary to the balance. Thus, 
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assuming the preferred ordinary stock is entitled to 3 per 
cent, and a dividend of 4^ per cent, is declared on the un- 
divided ordinary stock, the preferred ordinary will receive 
3 per cent and the deferred ordinary i J per cent If only 
3 per cent is declared on the undivided ordinary, the pre- 
ferred ordinal y will receive 3 per cent, and the deferred 
oidinary nil 

Dehenttires are not in the nature of shares, but bonds 
for loans. The debenture holder is not a member of the 
company, but one who has lent money to it, taking as 
his security the company’s bond, which is an undertaking 
to repay the amount at a stated date, and in the meantime 
pay interest upon it at a fixed rate. Debenture bond- 
holders have a first claim on the assets of a company, 
having priority not only of the shareholders, but also of 
the creditors of the company. As ordinary shares, pre- 
ference shares, and debentures are, not infrequently, issued 
by the same company, the reasons for the issue of so many 
different kinds of securities may be considered. 

Suppose, then, a company is to be formed to carry on 
a business which will necessitate the employment of a 
capital of ;^500,000, and that the profits to be derived 
may be estimated at any figure between ;^30,ooo and 
;^50,000 annually, after due allowance for reserves, etc. 
The lower figure would be sufficient to pay 6 per cent 
on the total sum required of ;!^'500,000, and the higher 
figure would enable the payment of a dividend of 10 per 
cent. The directors or promoters would know that a 
piobable 6 per cent to 10 per cent, dividend would 
appeal only to a moderate class of investor ; the very 
careful class would be content with 5 per cent , or even 
a little less, if it were certain ; and the speculative class 
would look for a chance of earning more than 10 per cent. 
To be successful in their appeal to the public to subscribe 
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for shares, this appeal must be made to all classes of 
investors, and this can only be accomplished by the issue 
of various classes of security. To the very careful people 
will be ofifeied ;^i 50,000 in debenture-bonds carrying 
interest at 4 per cent, per annum, and repayable in twenty 
yeais or less, and giving, as security, a first charge on all the 
assets of the company ; being of the nature of a mortgage. 
To the investor who wants 5 per cent, interest, with good 
security, but not so good as a debenture bond, will be 
offered ;^i 50,000 in preference shares, which have priority 
over the ordinary shares, and on which interest is perfectly 
secure while the profits keep above 13,500 (4 per cent, 
on debentures of 50,000 will consume *^6000, and 5 
per cent, on 50,000 preference shares will absorb 
— together, ;^i 3,500). And to the speculative class of 
investors will be offered ;£‘200,000 in ordinary shares, pro- 
bably with a statement something like the following ■ — 

Estimated mtmimcin pxofit, annually £10^000 

Less — 

Interest of 4 per cent, on 50,000 debentures ;^6ooo 

Dividend of 5 per cent on ;^i5o,ooo pref. shares 7500 

^ 3)500 

Leaving foi dividend on ordinary shares . . ;!^i6,5oo 

The minimum estimated profit would allow of a dividend 
of 8 per cent., while the anticipated profits of ;^50,ooo 
would permit of a dividend of 18 per cent, on the ordinary 
shares. (N OTE. — This case is based on pre- War conditions. 
Nowadays first-class Debentures yielding well over 6 per 
cent., and 7 or 8 per cent, preference shares with participat- 
ing rights, are quite common.) 

Stock 

The capital of certain classes of public companies, such 
as railway, canal, gas, and water companies, is represented 
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mainly not by shares, but by stock. The public debts of 
Great Britain and the Colonies, and the debts of the various 
county and municipal authorities, are also represented to 
a large extent by stock A stock-holder, like a share- 
holder, is the holder of a certain portion of the capital of a 
company, or the holder of security for a particular loan to 
a government or authority. Where the total sura of a 
loan, or of capital, is divisible for the puipose of transfer 
into sums of money, not denoted as shares bearing distinctive 
numbers, but merely by the nominal value of the part 
transferred, it is called stock. Stock is not numbered, 
shares are ; stock must be fully paid, shares may be oitly 
partly paid. Stock is usually transferable in any amount 
not involving fractions of a pound, and consols and war 
stock may be bought for any amount which does not 
involve the fraction of a penny 

The holder of stock has his name registered as a stock- 
holder in the,books of a company in a similar manner to 
that of a shareholder, excepting that there is no distinctive 
number employed. Two share certificates for £ 100 differ 
from each other in the numbers of the shares to which 
they relate, but no such difference exists between two 
stock certificates. 

Bonds 

When a foreign government borrows money it usually 
issues bonds as security for the loan. These bonds are 
promises to pay back the sum at a future date, and, in the 
meantime, to pay interest at a fixed rate at stated periods, 
generally half-yearly. Bonds are sometimes issued by 
colonial governments, American railroad companies, and 
others {c) They are, generally, payable to bearer, and 

(d In connection with the recent War, the British Government made 
large issues of Bonds, which could be obtained in the form of Bonds to 
Bearer or Registered Bonds. 
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may be transferred merely by handing them to the pur- 
chaser. Being made payable to bearer, it is impossible to 
register the names of the holders, which are unknown to 
the authority issuing the bonds. This makes the transfer 
a very simple operation, but the possession of them is 
attended by a risk which does not attach to registered stocks 
and shares. They belong to a class of securities or instru- 
ments which are termed “ negotiable,” meaning that a holder 
of them, if he gave value for them and took them m good 
faith, is the legal holder, not being subject to any defect 
of title which any previous holder may have had. If they 
be stolen and the thief discovered with them in his posses- 
sion, the person from whom they were stolen may demand 
them back , but, if the thief has sold them to an innocent 
party, they are irrecoverable. 

As the holder’s name and address are not registered, the 
government or company cannot forward to him the sum 
due as interest, and the payment of interest is arranged 
by either of the following methods. It may be declared 
on the face of the bond, or by advertisement, or both, that 
interest will be paid upon stated dates at a given bank, 
and the production of the bond will entitle the holder to 
payment of the interest ; in which case the banker may 
require to hold the bond for a few days. Or — and this 
is usually the case — the bond may have a number of small 
coupons attached to it, each one being an order on the 
banker to pay the interest on the date named upon it ; 
the coupons being printed on the same document as the 
bond, but perforated so as to be easily detachable. 

^ These bonds are redeemable at a future date, perhaps 
ten years hence, and the issuing , authority may promise 
to set aside annually a certain sum for their redemption. 
Instead of providing a “sinking fund” by keeping the 
annual redemption contributions until all the bonds become 
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payable, foreign governments sometimes offer to use this 
redemption money in the payment, or redemption, of a 
given number of the bonds each year 

The question of which bonds shall be redeemed is 
settled by ballot, every bond being numbered, and the 
numbers diawn in the ballot are advertised in one or 
more of the daily newspapers. It may appear, at first 
sight, that no benefit is conferred upon the holder of a 
bond by reason of its becoming a “ drawn bond ; ” but it 
should be stated that bonds are frequently issued “ below 
par” — sold for a sum smaller than that mentioned upon 
them — and are redeemable “at par.” Where bonds of 
;^ioo are issued at 90. the purchaser pays ;^go for a ;i^ioo 
bond, and, as it is to be redeemed at par, he will get ;^'ioo 
for it when its number is drawn in the ballot “ Drawn 
bonds ” cease to bear interest from the date of drawing. 
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METHOD OF TRANSFER OF SHARES AND STOCK 

Stocks, shares, and bonds, may be bought and sold, 
not only at the time of issue, but at a subsequent period ; 
the holder may sell to another person, and transfer his 
property in the stock, etc., to that other person. It has 
already been seen that the transfer of bonds to bearer con- 
sists simply in handing or delivering the documents to the 
purchaser, this class of document being known as “securi- 
ties transferable by delivery.” The same process applies 
to “share warrants to bearer,” and, indeed, to all securi- 
ties where the certificate does not contain the name of 
the holder. When the name of the holder appears upon 
the certificate, it is also entered in the " register of 
members ” of the company, etc., and the person whose 
name appears therein has a legal title to the shares or 
stock. To effect a transfer to another person, a “deed 
of transfer” must be drawn up, and together with the 
certificate, handed or sent to the secretary or registrar 
of the company, when an entry will be made first in the 
register of transfers, and then in the register of members, 
and a new certificate issued to the new member. The 
purchaser acquires a legal title to the shares at the 
moment his name is entered in the company’s register, 
and the importance of this fact will appear shortly. 
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It has been seen that a holder of shares may sell part 
of his holding ; he may possess 100 shares, of which he 
may sell 50. In this case he may execute a deed of 
transfer to the purchaser of the 50 shares, but obviously 
cannot hand him the certificate for the 100 shares. * He 
may, however, take his certificate to the company, lodge 
it with them, and get them to mark his deed of transfer 
“certificate lodged for transfer,” or words to that effect 
«Upon handing the deed so certified to the purchaser, the 
latter will be content to pay the sum agreed upon, and 
himself lodge the transfer deed with the company as being 
their authority to enter his name in their books as the 
holder of 50 shares. In due time he will receive a new 
certificate for 50 shares, and the seller one for the remain- 
ing 50 shares. When he paid the price and leceived the 
transfer deed, he acquired a title to the shares, but not 
a perfect title, only what is known as an equitable title, 
and one which may be defeated. Suppose that A., the 
holder of 100 shares, fraudulently sold 50 shares each to 
B. and C , and then to D., and made out deeds of transfer 
to them, lodging the certificate with the company , B., C., 
and D. would all have an equitable title to 50 shares, and, 
as there were not 150 shares in the name of the seller, the 
title of one of them cannot be legal. The two to whom 
the transfers were first made, B. and C., have a prior 
equitable title to that of D. , but, if D. lodged his transfer 
deed and got his name entered upon the members’ 
register before the others, he acquires a legal title, and 
that of B. or C. is defeated This method of transfer is 
applicable to all “securities transferable by deed,” and 
is the most usual of all forms of transfer, affecting the 
majority of the securities dealt in on the Stock Ex- 
change. In the chapter on “ How business is conducted 
on the Stock Exchange,” the certificate, the deed of transfer, 
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the register of members, and the register of transfers are 
all illustrated 

There remains for consideration one other method of 
transfer, which is adopted notably by the Bank of England 
in respect of stocks administered by it, including British 
Government stocks, India stocks, East India railway 
stocks, Colonial stocks, and municipal and county stocks {a) 
Under this method, which is known as “ Inscription,” the 
holder must attend personally at the bank and be intro-, 
duced there by a banker or stockbroker known to the 
bank. The purchaser’s broker procures a form of transfer 
ticket from the bank on which he inserts the name and 
address of his client (the buyer), the amount of stock 
bought, and the price he is paying for it. This is sent to 
the holder, or seller, who must then attend at the bank, and 
sign the ticket, he being identified to the bank by his 
broker or banker. The transfer is, thereupon, made in the 
register of the stock, and a “ stock receipt ” is given to the 
seller for transmission to the buyer {b). 

The bank of England attaches great importance to the 
identification, by broker or banker, of the seller, and, when 

{a) Certain of these stocks, including Consols, War Stocks, National War 
Bonds, 4 per cent. Funding Loan and 4 per cent. Victory Bonds, can be 
transfeired by deed in the usual common foim Stock Certificate to Bearer 
and Bonds to Bearer can also be obtained m the case of most of the 
securities administered by the Bank. 

( 3 ) This “ stock receipt ” is not a certificate of title like the certificate issued 
under the transfer by deed method, and does not require to be produced befoie 
a transfer of the stock can be effected ; as it bears on its face, it is of no 
negotiable value A holder of msaibed stock can obtain verification of his 
holding either by personal attendance at the Bank of England, bringing with 
him the Stock Receipt and being accompanied by a Stockbroker for puiposes 
of identification, or by forwarding the Stock Receipt, with a special form of 
request for confirmation. While the method of inscription appeals to the London 
Jobbers and the London Finance Houses, owing to the readiness with which 
transfers can be effected, it is obvious that the method of transfer by deed is 
more satisfactory and convenient to the ordinary investor. 
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the person transferring stock has been proved to have 
fraudulently transferred it by personating the real holder, 
the bank has restored the amount to the legal holdci by 
making a purchase of stock to that amount, and then 
claimed the sum from the broker who vviongly identified 
the seller. The courts have upheld the bank and ordered 
the broker to pay. Stockbrokers, therefoie, in identifying 
their customers, are held to guaiantee that the peison 
whom they identify is really the holder of the stock. It is 
not possible for the holder, at all times, to attend personally 
at the bank, by reason of being away at some distance, or 
being too ill to attend, and the bank will, in such cases, 
permit of the transfer being made by attorney (or agent). 
The broker acting for the seller miy obtain a form at the 
bank upon which is filled the name and addiess of the 
holder of the stock, the name and addiess of his broker 
who is to act as his attorney, and the description and 
amount of stock to be sold. When signed by the person 
acting as attorney, it is lodged with the bank The bank 
now advises the stockholder, by post, that an application 
has been lodged with it for power of attorney to transfer 
stock held in his name, and that, in the absence of any 
reply from him, the power will be issued Next, a form of 
power of attorney to transfer is issued to the applicant 
who has to secure the signature of the stockholder to it, 
whereupon the transfer is effected by the attorney in the 
same manner as if the stockholder appeared in pei-^on. 
The broker here practically identifies the signature of the 
stockholder, and is liable for the wrongful transference of 
stock. 

In the important case of Ohver v. Bank of England^ the 
plaintiff and another person of the same name weie 
trustees and registered joint holdeis of certain stock 
(consols), and the one Oliver wished to sell his stock foi 

M.M.B. Q 
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his own benefit. He forged the signature of his namesake 
to a power of attorney, and the stockbroker identified the 
personal applicant and lepresented himself as the agent of 
the absent one The stock was transferred, and, when the 
defrauded Oliver discovered this, he entered an action 
against the Bank of England to restore that amount of 
consols to his name. The letter of the bank, advising the 
absent Oliver that a power of attorney had been applied 
for, was doubtless intercepted. 

Referring to this case under the section on “ Agency,” 
Stevens, in his “Mercantile Law,” says — 

“ Thus, in Oliver v. Bank of England^ a broker, innocently 
acting under a forged power of attorney for the transfer of consols, 
required the Bank of England m performance of their statutory 
duty to transfer the consols in their books. Upon discovery of 
the forgery, the true owner of the consols compelled the bank to 
make g^od the loss, a 7 id the hank was held entitled to indemmiy 
from the broker'^ (i ch. 6io ; 7 Com. Cas. 89). 

A later case of a similar kind was tried in 1907, and 
resulted in the broker being compelled to make good the 
loss to the bank. 

Registered securities, whether stocks or shares, are 
registered m the books of the company in which the 
proprietors’ or holders’.snames and addresses are recorded , 
and, when the profits are divided, the share of profits 
belonging to each proprietor is sent to him in the form of 
a “Dividend Warrant,” a document very like a cheque but^ 
with a space at the foot of it for the signature of the payee. ' 
The sale of shares is a daily occurrence, and it is necessary 
to close the transfer books of the company during the 
period these dividend warrants are being made out, the 
company advertising the fact for the benefit alike of trans- 
ferors and transferees. Shares are generally bought for 
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the account ((?), and, before the settling-day arrives, the 
books of the company may be closed to transfers, the effect 
being that the dividend warrant will be sent to the person 
already on their register A purchaser of shares, at a time 
when a dividend is about to be paid, may buy both share 
and dividend, or share only, accordingly as the shares are 
being dealt m on the Stock Exchange “ Cum div *' or “ Ex 
div.” A similar remark applies to a bonus or to the right 
to apply for a new issue of shares. 

The buyer is entitled to deduct the dividend when pay- 
ing for securities on which the dividend has been declared 
and in respect of which the transfer books are closed at the 
date of delivery, as the dividend will be sent by the 
company to the seller. 

Deeds of transfer require to be stamped. This is for the 
purpose of providing a revenue to the State, and the stamp 
duty is based upon the consideration money, or where that 
is merely a nominal sum the duty is fixed at ten shillings 
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0 

„ £25 

„ 
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0 

10 

0 

„ ^50 

„ 

» £ 7 S 


0 

IS 

0 

„ £ 7 S 

„ 

» £100 


I 

0 

0 

„ £100 

„ 

£^ 2 s 


I 

5 

0 

„ £m 

„ 



I 

10 

0 


„ 

„ £i 7 S 


I 

IS 

0 

» £^ 7 S 


;^200 „ 


2 

0 

0 


{c) This was the practice before the war The Stock Exchange was closed 
from the end of July, 1914, until the beginning of January, 1915, and, under 
“ Temporary Regulations ” imposed by the Treasury as a condition of allow- 
ing it to be re-opened — which Regulations axe still in force — all baigains 
must be for cash and may not be continued from day to day. 
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Exceeils /200 and does not exceed ;^225 the stamp duty is 2 5 o 

;^225 „ „ ^250 „ „ 2 10 o 

„ ^250 „ „ JC275 „ „ 2 15 o 

„ j ^275 » ;£ 3 oo „ „ 300 

„ ;£30o, for every ;^5o, and for any fi actional part 

of ^50 of such amount or value, the stamp 
duty IS . o 10 0 

Blank transfers are often used where a person borrows 
money on the deposit of securities. This tiansfer enables 
the lender to complete the deed by inserting his own name 
as transferee and getting it registered m the books of the 
company if the loan be not repaid If, however, the lender 
sold the securities and inserted the name of his buyer m 
the original deed, the Inland Revenue would have been 
deprived of a duty. The transfer was from the borrower 
to the lender and should bear one stamp duty. The 
transfer from the lender to his buyer was another trans- 
action and should bear another stamp duty. These re- 
marks relate to transfer deeds which are complete in all 
other respects excepting that the name of the transferee is 
not inserted. 



CHAPTER III 

MEMBERSHIP OF THE STOCK EXCHANGE 

The amount expended for the site and building, etc,, of 
the Stock Exchange is represented by a capital of £260^00, 
divided into shares of £i'S each, and debentures for 
£356,000. The shareholdeis elect, from among themselves, 
nine managers to control the building, its lighting, heatings 
cleaning, etc, and appoint officers (other than those 
specially appointed by the committee). These managers 
receive the subscriptions of the members, and pay out all 
expenses relating to the upkeep of the building, as well as 
the dividends to the shareholders. Not every member of 
the Stock Exchange is a shareholder, but an alteration 
made some years ago in the rules compels ajl new members 
to become shareholders, so that they who conduct business 
in the “ House ” shall be part owners of the building. 

The control of the conduct of business in the house, the 
admission of new members, the re-election of members — 
election being for one year only — ^the expulsion of members, 
the appointment of settling days, the granting of quotations 
in the Official List, and the permission to deal in new 
shares or securities (undei the Temporary Regulations 
before referred to), as also the appointment of a secretary 
and official assignees, are vested in the committee for 
general purposes. This committee consists of thirty 
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members of the Stock Exchange, and is elected annually 
in March, all its members being eligible for re-election. 
Its duties are onerous, and its membership is a mark 
of distinction which is much coveted. 

The members of the Stock Exchange are divided into 
two very distinct classes ; brokers and jobbers. A broker 
buys and sells securities of all kinds for the public, and is, 
legally, the agent of his client He may not, therefore, 
buy or sell on h;s own account with a client, but merely act 
as agent in the purchase or sale of stock, shares, etc , from 
or to the jobbers. A jobber is a dealer in these securities, 
buying and selling them on his own account, and, since it 
would be impossible for him to be sufficiently conversant 
with all classes of securities to deal profitably in them, he 
usually selects one distinct class to which to pay his un- 
divided attention. 

For the greater convenience of jobbers and brokers 
alike, the jobbers who deal in a particular class of security 
congregate in a given quarter in the house ; and this has 
given rise to a division of the house into “ markets.” Not 
that these markets are partitioned off from one another, 
but that custom has assigned certain parts of the house 
for dealing in certain classes of securities. Thus, there is 
a “ Consols ” market where all British Government and 
Colonial Stocks are dealt in, a Foreign Bonds market, a 
British Railway market, an American market, a Canadian 
market, a Foreign Railway market, a Commercial and 
Industrial market, an Oil market, a Rubber and Tea 
market, a Mining market, and so on. 

The jobber’s profit is derived from the difference between 
the prices at which he buys and sells shares. The broker’s 
profit is the commission which he charges to his client 
for buying or selling. This division of members into jobbers 
and brokers is, we believe, peculiar to the London Stock 
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Exchange, and is sometimes considered disadvantageous, 
but it would seem that any disadvantage in the arrange- 
ment is not to the detriment of the public. 

A broker must do his best for his client, and is supposed 
to know many matters concerning stocks and shares which 
the client does not know. If he sells the client certain 
shares which he holds, or buys from the client shares which 
he wishes to hold, he will do his best for himself in the 
deal and not study the interests of his client ; but, if he 
must buy from, or sell to, a jobber, then he can act in the 
interests of his client. Any partnership between a broker 
and a jobber would clearly defeat the object of this division 
into classes, and the rules of the Stock Exchange do not 
permit it. 

Membership may be obtained in two ways, either by the 
nomination of a retiring or recently resigned member or 
the legal personal representative of a recently deceased 
member, or by the recommendation, without such nomina- 
tion, of a person who has completed four yeais’ service in 
the Stock Exchange or settling room. The committee elect 
the members after nomination or recommendation, and 
keep a “ waiting list ” containing the names of the clerks 
who have been recommended. Every candidate for 
admissiop must be recommended by three members of at 
least four years’ standing, each of whom must guarantee 
his solvency for four years to the extent of ^500 ; but an 
exception is made in favour of clerks referred to, whose 
term of service is taken into account, and who require only 
two guarantors of ;^300 each. The members who are 
content to become guarantors must have personal know- 
ledge of the candidate they recommend, and be prepared 
to answer questions put by the committee as to their 
stability “ Has the applicant ever been made a bankrupt, 
or compounded with his creditors ? Would you, in the 
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ordinary way of business, take his cheque for ;^3000 ? 
Do you consider he may be safely dealt with in securities 
for the account ? ” This is the class of question addressed 
to the lecommenders. 

The candidate must fill up the prescribed form addressed 
to the committee, and await their consideration and 
balloting. 

Persons who are engaged in other business than that of 
the Stock Exchange, or who have been bankrupt, or have 
compounded with their creditors, and paid less than 20s in 
the £ are ineligible for membership. 

The rules as the admission of foreign subjects have been 
made more drastic as a result of the war, and may be 
quoted in extenso, viz, — 

“A candidate for admission as a member of the Stock 
Exchange who has been a foreign subject shall be 
ineligible for admission until he has been resident within 
the British Dominions for ten years, and has been natura- 
lized within such Dominions for a period of five years next 
preceding the date of his application. 

“A person of German, Austrian, Hungarian, Bulgarian or 
Turkish birth shall be deemed ineligible to be a member of 
the Stock Exchange, and accordingly shall not in the case 
of a candidate be admitted, or in the case of a member or 
former member be re-elected, as a member. Nevertheless, 
in any case of an application for re-election by any member 
or former member (being a person of such birth as afore- 
said), if the committee, on consideration of the circumstances 
aifecting the individual applicant, shall in their uncontrolled 
and uncontrollable discretion think proper so to do, they 
may re-elect such member or former member to be a 
member of the Stock Exchange, in which case such person 
shall be deemed eligible to be such a member,” 

^ Since 1904, all new members must acquire a share or 
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shares in the Stock Exchange— one shaie whcie only two 
sureties or guarantors are nccessaiy, and three sliiics 
where three sureties are needed 

Defaulters may, under special circumstances, and after 
investigation by the committee, be rc-admitted. 

Partnership between members is permitted, but only 
after notice has been sent to the committee and they have 
assented, and all notices of partnership must be posted up 
in the house. A brokei may not entei into paitnership with 
a dealer or jobber, and a membci may not be a paitnei of 
a non-member. Where a member wishes to enter into 
partnership with another member, one of whom is suiety 
for the other, he must find another surety. Certain limited 
partnerships are allowed wheic the joint liability extends 
only to dealings in a partieulai raaikct, and not to dealings 
generally. 

Members may get permission from the committee for 
certain of their clerks to have access to the Stock 
Exchange. These clerks may be required to assist the 
member either in the house or in the settling room , and, 
after two years of such service, they become eligible for 
admission as “authorized" clerks, that is, cleiks who are 
authorized to transact business (buy or sell) for their 
principals. An unauthorized or settling loom clerk is 
required to wear a distinctive badge in the lapel of his 
coat when entering the Stock Exchange 

Members may not, without the consent of the committee, 
appeal to a court of law to settle any disputes between 
themselves arising out of dealings on the Stock Exchange. 

The public are not recognized as principals by the com- 
mittee, who regard jobber and brokci alike as principals 
Legally, the broker is only an agent of his client, but the 
Stock Exchange usage makes him a piincipal in the eyes 
of the committee. A broker may take action at law 
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against a client, and a client against a broker or jobber ; 
and the committee may, upon a request from a client to 
consider a complaint, adjudicate upon the matter if the 
client signs an undertaking to accept their decision as if it 
were a judgment of the High Courts , in other words, if 
he agrees to be bound equally with the member by their 
decision. 



CHAPTER IV 

COURSE OF BUSINESS ON THE STOCK EXCHANGE 

The method of conducting a purchase and sale of stock 
or shares may be best explained by an example. 

Let us suppose that James Johnson, butcher, of 13, 
Weston Street, York, has instructed his brokers, Barnet 
& Co., to buy for him 100 shares in the X.Y.Z. Manu- 
facturing Company, Limited, the shares being fully paid 
and of the nominal value of ;^i each. The sum required 
by Barnet & Co. before they undertake the commission to 
buy is a matter depending upon circumstances, and parti- 
cularly the confidence in which they hold their client 
On May 21st, Barnet & Co.’s representative entered the 
Stock Exchange, made his way to that part of the “ House ” 
in which jobbers congregate whose dealings are in in- 
dustrial shares, and asked one of them to make him a 
price for X.Y.Z.’s. The jobber, W. Adams, did not know 
whether Barnet & Co. wished to buy or sell this class of 
share, and quoted two prices, viz. — 2^2f ; thereby under- 
taking to sell at 2|, or £2 15^. od. per share, or buy at 2-|, 
or £2 lOJ. Qd., whichever was demanded. It must be 
understood that the brokers were acting as agents for 
James Johnson, and were, therefore, compelled to do their 
best for him ; and on no account must they let the jobber 
know whether they wish to purchase or sell. If the jobber 
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knew he had a buyer, he might name high prices, or, if he 
was sure he bad a seller, he would be able to quote low 
prices ; the absence of information on this point leads him 
to quote a fair price, as, having once given a quotation, he 
must buy or sell at the option of the brokers. 

Barnet & Co. accepted the price, as buyers, and the 
transaction was, in respect of lOO shares, entered by them 
in their jobbing book, and by the jobber, W. Adams, in 
his jobbing book. Barnet & Co. sent by post to their 
client, Johnson, a bought contract note, as illustrated 
The next settling day after May 21st, was May 30th, and 
the contract was, therefore, on the part of W. Adams to 
deliver, or cause to be delivered, to Barnet & Co., 100 
shares in the X Y.Z. Co , Ltd. , and, on the part of Barnet 
& Co., to pay to W. Adams, or other person delivering to 
them the shares, the sum of £2.^^, being lOO shares at 
£z 15^. Qd. each, on May 30th. W. Adams did not under- 
take to personally deliver the shares, and his obligation 
would be fulfilled if he found another jobber or broker to 
deliver them. As a matter of fact, although he held some 
X.Y Z. shares as part of his stock, he had no intention 
of parting with his holding, but was induced to sell at 2| in 
the hope that, before settling-day, he would be able to 
acquire the 100 shares at a lower price, and thus make a 
profit. On the morning of May 22nd, the clerks of 
Barnet & Co. and W. Adams met, and, having copied the 
entries of the transaction in their respective checking 
books, checked them with each other to ensure their 
accuracy. The X. Y. Z. shares rose in price, and W. 
Adams, fearing that any delay might result in a loss, 
bought 100 shares of J. Clements, another jobber, at the 
same price, 2|. The transaction between the two jobbers 
was conducted quite openly, Adams telling Clements that 
he wanted to buy. They were dealing each for himself 
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and not for a client, so that no one was injured by the 
open announcement of an intention to buy or to sell. A 
few days later, the price of the shares fell, and Clements 
was able to purchase them from another jobber, R. Drake, 
at 2|, who, in his turn, bought them from still another 
jobber, T. Ellis., at 2}, Finally, T. Ellis was approached 
by B. Ford, a broker, who had been entrusted by F. Gates, 
a baker, of 15, High Street, Swansea, to sell for him 100 
shares in the X.Y Z. Co , Ltd. ; Ellis agreeing to purchase 
them at 2j, or £2 ^s. od., per share. 

If, therefore. Ford paid to his client ;^225 for the shares 
and passed them on to Ellis for £22^, who passed them 
on to Drake on his payment of £2^0, who handed them 
to Clements for £2^2 lOi-. od.y who transfered them to 
Adams for ;^275, who gave them over to his client against 
payment of £2^^^ this would settle the financial part of 
the arrangement. Ellis would have made a profit of £2'^, 
Drake of ;i^i2 ioa od., and Clements of ;^I2 loj'. od. , the 
total profit of £50 being represented by the difference 
between the sum the seller received (;^225) and that paid 
by the purchaser (£2/5). It is not, of course, suggested 
that such profits are a fair sample of stock exchange 
transactions, or stock-jobbers would soon get rich. 

As all settlements have to be made on settling-day, 
such a cumbersome procedure a,s outlined would be 
impossible in practice. The end is gained if Ford passes 
the shares to Adams for £2^5, and the intermediate 
jobbers, together with buying broker and selling broker, 
settle the difference in prices among themselves. 

On May 29th, the day before settling-day, and called 
“ ticket-day," or “ name-day," the broker who bought the 
shares, and is referred to as the ultimate buyer, wrote out 
a ticket in the form illustrated and handed it to the jobber 
from whom he purchased them, W. Adams. This ticket 
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was a demand to produce the shares on the morrow and 
a promise to pay £2']'^ for them ; and, as it was the first 
occasion upon which Adams knew the name of the client 


S Z/O'Y (It Uiii. Tukel bo divided BiKrt NurntwriwJ Niiinf of > Oonndeiation £,27J’ 

g no fV / (,jwtvdmdmsit.orU!eNcivOi<,)c8H*i«iiotboii.idfor i / . 

§0 ^ Stamp ^ 'J V 

P f , /<?e) 




Gwm to ££1 ^ 

g 3^ iWy mj . 




EvCd-o <yA, of 


to whom the shares were to be transferred, this day is 
sometimes called name-day. Adams endorsed the ticket 
and passed it on to his seller, Clements, who likewise 
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endorsed it and passed it on to Drake, who also endorsed 
it and handed it to Ellis , and, in turn, Ellis endorsed it 
and passed it to B. Ford. On settling-day, Ford, then 
knowing to whom the shares were to be transferred, pre- 
pared a deed of transfer to which he secured the signature 
of his client, F. Gates, of Swansea ; and this transfer deed, 
together with the share certificate, was handed to Barnet 
& Co. on settling-day in exchange for their cheque for £ 2 J^. 

The settlement of “ differences ” by the members of the 
Stock Exchange was effected by Ford giving a cheque 
to Ellis for Ellis paying Drake £2^^ and Drake 

paying Clements £12 ioj. od. ; resulting in a net profit 
of £2^ to Ellis, £12 lOA od. to Drake, and £12 loj. od, 
to Clements. 

The brokers’ profit is not derived from any difference 
between buying and selling prices, as they merely acted 
for clients, and received from them a commission or 
brokerage of per share, or £\ ^s. od., for their 
services, (a) 

{a) Until a few yeais ago, the rate of commission \ias not fixed by the 
Stock Exchange Rules. The following is the nimimiiin scale of commissions, 
however, which Brokers must now charge to the public — 

Securities of 01 guaranteed by the British or Indian Government! 
having a currency of not moie than twelve years, in bargains 1 

of not less than £20,000 Stock . ... . . ) » 

Foreign Government Bonds Price 20 or under . . | stock 

Foreign Railway and other Bonds to bearei Puce 20 01 under j 

Consols, 2| % and 2j % Annuities 
Other British Government Secmitics 
Indian Goveinment Stocks . . 

Metropolitan Consolidated Stocks 
London County Consolidated Stocks 
Foreign Government Bonds Price over 20 
Foreign Railway and other Bonds to bearer 
Colonial Government Securities 

County, Corpoiation and Provincial Securities (British, Indian, I 
Colonial or Foreign) . . . . ,,, J 


/ A'Psi cent. 
T on stock 


\ J per cent 
' on stock. 
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Barnet Si Co. then got their client, James Johnson, to 
also sign the transfer deed, afterwards depositing both the 
deed and the share certificate with the X. Y. Z. Co., Ltd. 

In due course, this company entered the transfer in 
their register of transfers and in their register of members, 
and made out a new certificate for 100 shares in the name 
oL James Johnson ; and thus the transfer was completed. 

Bank of England and Bank of Ireland Stock 

U per cent 
\on money. 

Registeied Stocks 

U per cent. 
Ion money. 

Shares, Registered or Bearer (other than Shares of f 50 01 | lOO 
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26 „ 

„ £2$ 0 0 

. J per cent, on money. 
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. At discretion 
j d. 

. 0 6 per share. 

Over 1 5 to $ 25 , . 

„ 1 25 to Iso .. 

09 

„ $ 50 to 1 100 

.10 „ 
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The student is requested to compare the documents illus- 
trating this transaction throughout, including the transfer 
deed. 

This method of settling differences has been a stumbling- 
block to many students, and the following is considered 
the most satisfactory way in which to present it to them 
The ticket is Barnet and Co.’s promise to pay ^^275 
upon production of transfer deed and certificate. Regard 
it, for the moment, as a cheque for £2^'^ drawn by Barnet 
& Co. This they give to Adams, Adams handed it to 
Clements, Clements passed it on to Drake , but, as he only 
owed Drake £262 ioa od.^ he asked for £12 ioj. od, 
change, and so on. Viewed in this light, the difference 
due to or from each member is made clear. 

The members of the Stock Exchange do not need to 
pass cheques for each difference, because they may have 
very many transactions -with each other during the period 

Options for more than one Account . As on bargains. 

Options for one Account or less \ 

Bargains in partly-paid Stock or shares of New 
Issues for Cash previous to or for Special 
Settlemeni . . 

Bargains in Rights for Cash 

Powers of Attorney for Inscribed Stock ... ) At disci etion. 

Probate and 01 her Valuations ... 

Securities Made-up or Made-Down 
Short-dated Securities (having five years or less 
TO run) ... ..... 

Transfers of Stocks and Shares ,/ 

Small Bargains ••• No lower commission than^fi to be charged except 
m the case of • — 

{a) Transactions amounting to less than Ti^ioo m 
value, on which a commission of not less than 
' xos, must be chaiged , or 

{6) Transactions amounting to less than £20 in value, 
on which a commission of not less than 5 j. must 
be charged, 
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of an account (a fortnight), and it is a simple matter to 
prepare a statement of the various differences, debtor and 
creditor, and strike a balance showing the net account to 
be received or paid. The settlement of all such accounts 
must be made on settling-day ; and if by cheque, which is 
usual, it must be drawn on a clearing banker, so that each 
member’s banking account will be debited with his pay- 
ments and credited with his receipts at the same time. 
The system by which cheques are cleared is explained 
in the chapter on “ Cheques,” and the total clearing on 
the days set apart for Stock Exchange settlements is 
largely in excess of that of ordinary days. 

The rules of the Stock Exchange include several which 
are devoted to breach of contract by a failure to pass a 
ticket in due course. It is obvious that the ticket must be 
passed to the first jobber early in the day or it cannot 
reach the ultimate seller on that date ; indeed it should 
be in his hands fairly early to enable the statements of 
differences to be compiled and cheques prepared for the 
morrow (settling-day). 

The principal rules as to the issuing and passing of 
tickets and selling-out, in the case of securities deliverable 
by deed of transfer y are as follows : — 

Rule 114 (i), — The buyer, who takes up securities deliverable 
by deed of transfer, shall, before twelve o’clock on the ticket-day, 
or in the case of securities dealt in in the mining markets before 
two o’clock on the preceding day, issue a ticket, with his name 
as payer of the purchase-money, which ticket shall contain the 
amount and denomination of the security to be transferred ; the 
name, address, and description of the transferee in full , the price, 
the date, and the name of the member to whom the ticket is 
issued. Each intermediate sellei, m succession, to whom such 
ticket shall be passed, shall endorse thereon the name of his 
seller. 
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(2) All tickets lepresentmg securities which, at the time, aie 
subject to ariangement by the settlement department, and all 
tickets representing securities dealt in m the mining markets which 
are included in the Stock Exchange Official List of Making-up 
Prices, shall be passed through the accounts at the making-up price 
of the contango-day, and the securities paid for at that price ; but 
the consideration money in the deed must be at the price on the 
ticket [b). 

(3) The passing of tickets shall commence at ten o’clock. 

(4) Tickets may be left at the ofihce of the seller up to twelve 
o’clock on ticket-days, and for securities dealt in in the mining 
markets up to two o’clock on the general contango-day. After 
these hours all tickets must be passed in the settling room 

(5) Tickets maybe placed m the boxes m the settling room up 
to eleven o’clock on the account-day. 

(6) Tickets may be issued and passed on the day before the 
ticket-day, but the buymg-in upon tickets so issued shall not be 
allowed until the eleventh day after the ticket-day. 

(7) A member receiving a ticket from the issuer after twelve 
o’clock on the ticket-day, or for securities dealt in in the mining 
markets after two o’clock on the general contango-day, shall note 
the fact on the back of the ticket, and a member receiving a 
ticket after three o’clock on the ticket-day, or for securities dealt 
in in the raining markets after six o’clock on the general con- 
tango-day, or at any time on any subsequent day, shall mark the 
date and exact time at which such ticket is received. 

(8) It IS also required that the holder of a ticket at — 

one o’clock, 
half-past one, 
two o’clock, 

and half-past two on the ticket-day, 

or for securities dealt in in the mining markets at two o’clock and 
at every half-hour up to half-past five on the general contango- 
day, shall endorse such times on the back of the ticket. 


{b) See clearing-house, p. 250 . 
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(9) Members omitting to note the times thus fixed may 
become liable for losses occasioned by selling-out in case undue 
delay is proved under the provisions of Rule 145 

Rule 145 (i). — The deliverer of securities deliverable by deed 
of transfer, who shall not receive a ticket by half-past two o’clock 
on the ticket-day, may sell out such securities up to three 
o’clock, or one o’clock on Saturday, on that day or any sub- 
sequent day. 

(2) If the security be one of those undertaken by the settle- 
ment department, written notice stating from whom a ticket is 
required must be given to the department at least one hour before 
such selling-out, and in no case shall such securities be sold out 
before twelve o’clock. 

(3) If a ticket, except for securities dealt in in the mining 
markets, shall not have been regularly issued before twelve o’clock, 
the issuer thereof shall be responsible for any loss occasioned by 
selling-out. Should a ticket have been legularly put into circula- 
tion, the holder thereof at two o’clock shall be responsible foi any 
selling-out on the ticket-day If the selling-out take place on the 
account-day, the holder of the ticket at three o’clock on the 
ticket-day shall be liable, unless such ticket was in the settlement 
department at three o’clock, m which case the holder of such 
ticket at five o’clock shall be liable. 

(4) If a ticket for securities dealt in in the mining maikets shall 
not have been regularly issued before two o’clock on the general 
contango-day, the issuer thereof shall be responsible for any loss 
occasioned by selling-out. Should a ticket have been regularly 
put into circulation, the holder thereof at two o’clock on the 
ticket-day shall be responsible for any selling-out on that day ; 
and the holder of the ticket at six o’clock on the general con- 
tango-day shall be responsible for any selling-out on the 
account-day, unless the ticket was in the settlement depart- 
ment at six o’clock on the general contango-day, m which case 
the holder of the ticket at one o’clock on the ticket-day shall 
be liable. 

{5) In the case of selling-out on any day after the account-day. 
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the holder of the ticket at three o’clock on the previous day, or 
one o’clock on Saturday, shall be liable, unless he can prove 
undue delay in passing the ticket. 

Rule 146. — Should the deliverer of securities deliverable by 
deed of transfer allow two clear days from thiee o’clock on the 
ticket-day to elapse without availing himself of his right to sell 
out, his buyer shall be relieved from all loss m cases where the 
ticket has not been passed in consequence of the declaration of 
any member as a defaulter. If a seller does not deliver securities 
within two clear days from the buymg-m day the intermediate 
buyer from whom he received the ticket shall be released, and the 
issuer thereof shall alone remain responsible for the payment of 
the purchase-money. 

A breach may occur on the part of the ultimate seller, 
who may fail to produce the transfer deed or certificate, 
and Rules 134 to 142 provide for buying-m shares or 
stock to enable the ultimate puichaser to complete his 
contract with his client. 

Rule 134 — Buying-in or selling-out must be effected publicly 
by the officials of the buying-in and sellmg-out depaitment 
appointed by the committee for general purposes, who shall trace 
the transaction to the responsible member and claim the difference 
thereon. 

Rule 135. — The committee may suspend the buying-m of 
securities when circumstances appear to them to make such 
suspension desirable in the general interest The liability of 
intermediaries shall contmue duruig such suspension, unless 
otherwise determined by the committee. 

Rule 136. — Securities shall not be boiight-in while they are 
known to be out of the control of the seller for the payment of 
calls, or the receipt of interest, dividends, or bonus. 

Rule 137. — Inscribed stock, not subject to an ad valorem 
stamp duty, bought for a specified day and not then delivered, 
may be bought-in without notice on the following day at eleven 
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o’clock, and the member causing the default shall pay any loss 
incurred. 

Rule 138 (i) — If securities deliverable by deed of transfer, 
or inscribed stock subject to an ad mlorein stamp duty, are not 
delivered within ten days, the issuer of the ticket may buy-in the 
same against the seller on the eleventh day after the ticket-day, or 
on any subsequent day. 

(2) In the case of companies which piepare their own transfers, 
securities may be bough t-in on the eleventh day after the earliest 
'date on which a tiansfer can be procured, or on any subsequent 
day. 

(3) One hoar’s public notice of such buymg-in must be posted 
in the Stock Exchange except on Saturday, when a notice of 
three-quarters of an hour only shall be necessary; the notice to 
be posted not later than half-past twelve o’clock, or half-past 
eleven o’clock on Saturday. 

(4) Buying-m shall take place between half-past one and three 
o’clock, and on Saturday between a quarter-past twelve and one 
o’clock 

(5) The name into which the securities are to be transferred 
must be stated in the order to buy-in, if required by the manager 
of the buying-in and sellmg-out department. 

(6) The loss occasioned by such buymg-m shall be borne by the 
ultimate seller, unless he can prove that there has been undue 
delay m the passing of the ticket on the pait of any member, who 
shall m that case be liable 

(7) Securities bought for any day except the account-day and 
not delivered by half-past two, or twelve o’clock on Saturday, 
may be bought-in on the following or any subsequent day without 
notice, and any loss occasioned by such buying-m shall be borne 
by the seller. 

(8) Securities bought-in and not delivered by one o’clock on 
the following day, or by twelve o’clock on Saturday, may be again 
bought-in for immediate delivery without further notice, and any 
loss shall be paid by the member causing such further buymg-in. 

Rule 139 (1). — The issuer of a ticket who shall allow two clear 



248 STOCK EXCHANGE 

days from the buying-m day to elapse without buying-m or 
attempting to buy-in the securities shall release his seller from all 
liability in respect of the non-delivery of the securities, unless 
he shall have waived his right to buy-in at the request, or with 
the consent of his seller j and the holder of the ticket shall 
alone remain lesponsible to such issuer for the delivery of the 
securities. 

(2) In the case of companies which prepare their own transfers 
the intermediate seller shall be released thirteen clear days after 
the earliest day on which a transfer can be procured. 

(3) The liability of issuers and holders of tickets is not 
affected by the fact that intermediaries have been released by 
lapse of time 

Rule 140 (i) — Securities passing by delivery which have been 
bought for the account-day, and are not delivered by half-past two 
o’clock, may be bought-in on the following or any subsequent 
day, and any loss occasioned by such buymg-in shall be borne 
by the seller. 

(2) One hour’s public notice of such buying-in must be posted 
in the Stock Exchange except on Saturday, when a notice of three- 
quarters of an hour only shall be necessary ; the notice to be posted 
not later than half-past twelve o’clock, or half-past eleven o’clock 
on Saturday 

(3) If such securities are bought for any day except the account- 
day and not delivered by half-past two o’clock, or by twelve o’clock 
on Saturday, they may be bought-in on the same, or any subse- 
quent day without notice, and any loss occasioned by such'buying- 
in shall be borne by the seller. 

(4) Buying-in shall take place between half-past one and three 
o’clock, and on Saturday between a quarter-past twelve and one 
o’clock. 

(5) The loss occasioned by such buying-in shall be borne by 
the member who shall not have delivered the securities by half^ 
past two o’clock on the previous day, or by twelve o’clock on 
Saturday. 

(6) Securities bought-in, and not delivered by one o’clock on 



COURSE OF BUSINESS ON THE STOCK EXCHANGE 249 


the following day, or by twelve o’clock on Saturday, may be 
•again bought-in for immediate delivery without further notice, and 
any loss shall be paid by the member causing such further 
buying-in. 

Rule 14 i. — A member who shall allow two clear days to elapse 
without buying-in or attempting to buy-in secuiities passing by 
delivery releases his seller from any loss in consequence of the 
declaration of any member as a defaulter, unless he shall have 
waived such right at the request, or with the consent of, his 
seller. 

Rule 142 (i). — In case the official shall not succeed in 
executing an order to buy-in, the notice of such buying-in shall 
remain on the general notice board, and the official shall on 
demand by the buyer renew the attempt to buy-in without further 
notice, and the authorized official charges for such renewed 
attempts shall be paid by the member held responsible under 
Rule 134. 

(2) Such ordeis shall not be executed before two o’clock, or 
before a quarter-past twelve o’clock on Saturday. 

The Clearing-house. 

Railway companies and bankers have each their clearing- 
.. house, the latter being fully explained m the chapter on 
“ Cheques ” in Part I. ; and the Stock Exchange has devised 
a method of simplifying settlements and reducing the 
number and amount of necessaiy payments, suited to its 
particular needs. 

If a broker have, during one account, bought many 
parcels of a given security, and sold many others, it is clear 
that much labour is saved by his being merely required to 
take or to deliver the balance: and if all the transactions 
were with the same ultimate purchaser or seller, an arrange- 
ment could easily be made between them. But this will 
probably not be the case, and he would not be awaie of it 
even if it were. 
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The clearing-house, or “ settlement department/’ as it is 
officially designated, is informed of all sales and purchases 
by members, of such stock or shares as that department 
deals with The returns of many jobbers will show that 
they have to take and to deliver an equal number of many 
of the securities, whilst others will show a balance to take 
or to deliver, and brokers generally will have a balance 
one way or the other. 

The member makes out a sheet or “ list ” headed with 
his name and the name of the stock, and showing the 
number of shares sold, and to whom, on the one side ; and, 
on the other, the number of shares bought and from whom. 
The balance represents the net number of shares to be 
delivered by him, or to be taken by him, and the clerks in 
the settlement department arrange who is to take or 
deliver this balance As the total shares must equal the 
total bought, the settlement is an easy matter. 

In these lists there is no mention made of the ticket 
prices, which vary considerably ; the department only deals 
with the number of shares to be delivered or taken by each 
member. 

The ticket price will, of course, ultimately be resorted to ^ 
in the settlement of differences ; but, for the purpose of 
immediate settlement, a uniform price is arranged, called 
the making-up price.” This is the average price of the 
given security on contango-day or ticket-day, as ascertained 
by the settlement department about mid-day on those 
dates. 

The clearing-house puts the ultimate buyer and ultimate 
seller into communication with each other without the 
necessity of passing a ticket, but the department does not 
deal with every security which is bought and sold on the 
Stock Exchange, and passing the ticket has still to be 
resorted to in many cases. 
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' Splitting Tickets 

The illustrated ticket contains a reference to the possi- 
bility of the ticket being divided or “ split.” 

A jobber may sell 100 shares in one parcel, and buy two 
parcels of 50 shares each. His book is even, but when the 
ticket for 100 shares is delivered to him, he cannot pass it 
on to two other members, and is compelled to ‘‘ split ” it. 
He retains the original ticket, and makes out two others, 
each for 50 shares, which he passes to his sellers, inserting 
therein the number of the original ticket, the name of its 
issuer, and his own name as divider. It may be that some 
slight loss is incurred by this splitting, and he will be liable 
for that loss. The transfer stamp duty would be £2, loj. on 
a consideration of £2^0, but if the transfers are for £20^ 
and £4$, the stamp duty would be £2 5j-,, and ioj‘. re- 
spectively, so that 5^. is lost by the splitting. Probably 
also the company will charge a registration fee of 2s 6d. 
for each transfer, and here again would be a loss of 2s. 6d. 
by the splitting. 

Continuation or Carrying Over, Contango, and 
Backwardation, (c) 

A client who has entered into a contract to buy certain 
shares for the account, may desire to carry over the trans- 
action until the ensuing account. For this purpose he will 
approach his broker on the day before ticket-day (a day 
called variously contango-day, continuation-day, and carry- 
over-day), who will, generally, arrange with the jobber from 
whom he bought the shares to carry-over the transaction 

(f) The information under this headmg applies to pre-war conditions. As 
already explained, under the Temporary Regulations foi the re-opening of 
the Stock Exchange which are still in force, all bargains must be for cash, and 
may not be continued fiom day to day. 
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Two considerations will determine the amount to be paid 
for this continuation. First, there is perhaps a difference 
between the agreed purchase-price and the “making-up 
price” alieady referred to ; and, next, there is the “con- 
tango,” or interest on the money from one settling-day to 
the next Although the jobber agrees with his buyer to 
defer the settlement, his seller may not so agree with him, 
and he will be compelled to accept the delivery of the 
shares and pay for them ; and he is, therefore, entitled to 
interest on the money he so advances. Continuations are 
of very frequent occurrence, and a jobber has not always 
capital at his command to take in large quantities of 
shares, and has recourse to borrowing from his banker on 
their security ; the banker charging a rate of interest 
varying with the market rate of interest, and the nature of 
the security offered. 

Another client may have instructed his broker to sell 
certain stock which he does not possess, in the hope that 
the price will fall before settling-day, and he will be able 
to secure it at a lower price than that at which he sold it. 
Should he wish to carry over his bargain until the next 
settlement, his broker may be able to arrange this upon 
payment of a premium or fee called “ backwardation.” It 
is conceivable that there may be a desire on the part of 
bulls and bears {d) to carry over a particular stock, and 
whether, in such case, the bulls should pay a contango or the 
bears pay backwardation, would be generally settled by the 
ordinary laws of supply and demand. Any real demand 
for a particular stock, coupled with a scarcity of it in the 
market, is sure to result in the bears having to pay back- 
wardation. The rate of backwardation, like that of con- 
' tango, is affected by the market rate of interest, but in the 
reverse manner When money is dear contango is high, 

{d) For a definition of bulls aud bears, see Chapter V 
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because the bulls are asking to postpone payment at a 
time when the money would command good interest ; 
but the bears are only asking to postpone delivery of 
securities, leaving the buyers in possession of the purchase- 
money, which can be let out at a large rate of interest, and 
thus the backwardation is low when there is stringency m 
the money market. The rates for contango and back- 
wardation may, therefore, be said to depend mainly upon 
the supply of, and demand for, the securities, and the state 
of the money market. 

Bought contract notes do not usually state the distinctive 
numbers of the shares bought, nor the name of the holder 
from whom they are purchased. As has been seen, the 
buying broke! has no knowledge of these particulars until 
the settlement. 

Bank shares are on a different and distinct footing, and 
for this reason, that speculative dealing m bank shaies is 
very undesirable. If, in 'consequence of speculative deal- 
ings, the shares of an ordinary company are subjected to 
considerable variations in price, the only people likely to 
suffer are some of the speculators ; but a sudden drop in 
the value of the shares in a bank, due to such dealings, 
might cause a run upon the bank and affect depositors as 
well as speculators. Credit, upon which our commercial 
transactions are based, is bound up in the security of our 
banks, and, although bank shares should be readily sale- 
able, they are of a nature which should not be subjected 
to the influence of bulls and bears. It is necessary that 
the bought and sold contract notes should state the dis- 
tinctive numbers of the shares bought and sold, or, where 
there are no distinctive numbeis, the person in whose 
name the shares are registered, and Leman’s Act provides 
that no contract is legal which does not contain this 
information. 
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Unfortunately this Act is frequently ignored in the usage 
of the Stock Exchange, and the prevalence of such a state 
of things has given rise to more than one action at law. 
In nearly every market, there are rules and usages which 
are specially confined to that market and not of general 
application. 

How far the High Courts will uphold contracts formed 
according to such usage is not easy to determine, but, 
geneially, it may be said that they will recognize any 
universal custom of a market if it be a reasonable one. 
In the case of bank shares just referred to, it can hardly be 
claimed that the usage is reasonable, since it is contrary to 
the spirit of an Act of Parliament, and the question of its 
validity will then rest upon whether or not the client was 
aware of such custom and usage. A broker suing a client 
for the amount due on a contract for the purchase of bank 
shares, where the numbers of the shares were not stated on 
the contract note, must prove that the client was aware of 
the custom of the Stock Exchange by which these shares are 
bought and sold without the numbers being given. It is 
the duty of a broker to acquaint his client with all customs 
and usages of the house which may be called unreasonable 
or not strictly legal. 

There is a very salutary rule of the Stock Exchange 
which does not recognize dealings in future dividends. 
The committee recognize dealings in all classes of securities 
in which a settlement has been granted (^?), but not in the 
dividends of those securities. 


(g) See note on p 265 



CHAPTER V 

OPTIONS, BULLS AND BEARS (^) 

The purchase of stock or shares for investment forms but 
a small portion of the business conducted on the Stock 
Exchange. Many people buy with the sole object of selling 
again before the settlement, reaping a profit or sustaining 
a loss, which is measured by the difference between the 
prices at which they bought and sold ; and it has been seen 
that, if the anticipated rise have not taken place before 
continuation-day, they may arrange for a carry-over until 
the following settlement. They are “ bulls,” looking for an 
advance in the price of the shares. It is easy to under- 
stand that a holder of shares, who believes' that their value 
will decrease, may be induced to sell them before the fall 
takes place ; but it is not so easy to see how one who does 
not possess shares may profit by their fall Shares are 
constantly sold by men who not only do not possess them, 
but never intend to handle them. They sell to-day at 
market prices, in the hope that the price will fall, and they 
will be able to purchase them before the settlement at a 
less figure than they sold them for , the difference being 
their profit. Indeed, they will probably instruct their 
broker,* first to sell, and then to buy, and pay them the 

(a) Undei the Temporary Regulations for the re-ox^eiung of the Stock 
Exchange, which aie still in foice, no new “ time bargains ” oi options are 
allowed. 
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diflference between the two prices. They are “beais,” 
looking for a fall in the price of the shares. 

This is a species of speculation hardly discernible from 
pure gambling, and it is, perhaps, advisable to distinguish 
between a speculation and a wager. The Stock Exchange 
does not recognize “ difference bargains,” and the broker 
actually buys and sells the securities on the instructions of 
his client. If, at the settlement, there is one sum to be 
paid to the client and another to be paid by him, the pay- 
ment of the difference is a matter of account only, and there 
is no wager. Where an outside broker engages to receive 
orders to buy and sell, and settle on differences only with- 
out delivery of the securities, the " transaction is a pure 
gamble for a rise or fall in prices 

Some of these brokers enter into bargains on the “ cover 
system,” requiring the client to deposit a stated sum to 
cover probable fluctuations in price, and if the price falls 
lower than the cover provides for, close the account and 
the client simply loses the sum deposited 

Example — A person, believing that a ceitain company’s shares 
will rise m price in the near futuie, wishes to benefit by that rise to 
the fullest extent, and asks a broker what amount of “ cover ” he needs 
in return for which he will hold a large number of the shares at his 
disposal at to-day’s market price. An outside bioker may need only 
a very small peicentage of that puce as a present payment, but 
secures himself by letaming a right to sell the shares if the market 
price drops to such an extent that he might sustain a loss by further 
holding them. Whilst they rise in price the client is not troubled, 
and may, at any time he thinks opportune, instruct the broker to close 
the account by a resale and pay him the profit. 

Options are dealt in by outside brokers and within the 
Stock Exchange, and are a highly-speculative form of 
dealing. A client pays a certain fee, in return for which 
he receives an option to buy or sell given securities at 
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a present agreed price, at any time during a period 
named. He may exeicise his right to buy or sell, or not, 
and the fee he paid is merely the consideration for this 
right 

A right of option to purchase stock at a future time, 
and at an agreed price, is a “ Call Option ” The person 
paying a fee for such option is a “bull,” and believes that 
the price will rise, when he will call upon the broker to 
deliver the securities at the lower price, and probably also 
instruct him to sell them again at the enhanced market 
price. 

A right of option to sell stock within a specified time, at 
a present agreed price, is called a “ Put Option,” and the 
person paying a fee for such right is a “ bear.” He thinks 
the price of the security will fall, and he will then require 
the broker to sell them for him at the higher price , 
probably also instructing him to purchase them at the 
lower price to enable him to deliver them. The broker 
enters into these transactions with a jobber, being himself 
the agent of his client. 

A “ Put and call Option ” or “ double Option ” is a com- 
bination of the two, and confers the right upon the client to 
either purchase or sell the securities Any considerable 
fluctuation in price either up or down would benefit him, 
but the fee charged for the double option is proportionately 
higher. 
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FUNDS : BRITISH, COLONIAL, AND FOREIGN, AND 
OTHER SECURITIES 

Funds is a term applied to the public debts of various 
countries, and includes debts which are said to be “ Funded,” 
and others which are said to be “ Unfunded.” 

Applied to the national debt of Great Britain, the 
“ Funded ” debt comprises all those loans raised in respect 
of which the Government promises to pay interest in per- 
petuity, but does not undertake to repay the principal , and 
the ‘‘Unfunded” debt comprises all loans raised for a 
stalied period, and as to which the Government contracts 
to re-pay the principal at a stated date, and pay interest 
on the amount during the currency of the loan. The 
funded debt is an interminable debt ; the unfunded' a 
terminable debt. 

Applied to the national debt of other countries, the term 
funded refers to loans raised upon the specific security of a 
certain fund. Some of the China loans are “specially 
secured by the hypothecation of the Imperial maritime 
customs revenue of the treaty ports of China ; ” other loans 
to Egypt are “ secured on the property transferred by the 
Khedive to the state,” consisting of lands, etc. ; Turkey 
has borrowed on the security of the Egyptian tribute, “on 
the sheep tax and tithes in certain provinces,” etc. ; and, 
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because there is a fund set apart for the payment of interest 
and repayment of principal, the term “ funded ” is applied 
to all such foreign loans. Where a foreign country borrows 
money without any specific security, the term “ unfunded " 
is applied to them Nearly all foreign loans dealt in in the 
London market are terminable. 

In the eaily days of the national debt of this country, all 
loans were terminable. The Government, which had extra- 
ordinary expenses to meet, could not raise by taxation a 
sum sufficient for pressing needs, and borrowed money for 
a term of years. The demands upon them occasioned by 
a war could not be met by a single year’s revenue, and 
were distributed over a number of years by the raising of a 
loan, and the creation of a sinking fund, consisting of a 
portion of the levenue of each year, sufficient to pay off 
the loan at maturity. The public eagerly subscribed to 
the loans, and, in course of time, the Goveinment created 
a permanent or funded debt Even then, however, it was 
intended to form a sinking fund for the ultimate redemption 
of the debt, as is testified by many Acts of Parliament. 
In 1715, the public debt amounted to about iTs/, 000,000, 
the interest on which was 5 and 6 per cent. ; additions 
made during the next forty years brought the total up to 
£yy,ooo,ooo, but the rate of interest was gradually reduced 
to 4 and 3 per cent, , the war with France (1756-1763) 
caused a consideiable augmentation of the debt, raising 
It to 1 3 3, 000, 000; the war with America resulting in its 
independence further raised it to ;^245,ooo,ooo ; and then 
followed, after but a short period of peace, the long 
struggles with Napoleon, during which vast sums weie 
borrowed, bringing up the national indebtedness to 
;;^900,000,000. The estimated population of Great Britain 
and Ireland in 1815 was 20,000,000, and the average debt 
per head .1^45 
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Notwithstanding several special calls made upon the 
Government m respect of compensation to slave-owners 
upon the abolition of slavery, the piovision of food for the 
people of famine-stricken Ireland, and other matters of 
minor importance, during the period 1815-1850 the sum 
of 100,000,000 was applied to the reduction of the debt; 
and, although the Crimean War added ;*£'30,ooo,ooo to it, 
this was but a temporary increase, successive Governments 
adopting methods for its reduction, until, at the close of 
the last century, it was but little over £600,000,000 The 
population was then about 40,000,000, and the debt per 
head £1$, against ;^45 in 1815. The South African War 
once more increased the total indebtedness, but the 
principle of applying part of the annual revenue during 
times of peace to the reduction of the debt was continued 
thereafter, and, at the outbreak of the War with Germany 
and Austria in 1914, the debt stood at ;^65 0,000,000. 
At 31st March, 1919, it was estimated to amount to 
435, 000,000, equal to ;^I58 I9i'. per head of the 
population This debt is represented mainly, though by 
no means entirely, by the following securities which are 
dealt in on the Stock Exchange, viz , “ Consols ” (2^ per 
cent consolidated stock) ; 3^ per cent., 4^ per cent., 5 per 
cent, and 4 per cent War Loans; 4 per cent. Funding 
^Loan ; 4 per cent. Victory Bonds ; 5 per cent, and 4 per 
cent. National War Bonds ; and 5 per cent, and 5f per cent. 
Exchequer Bonds. With the exception of Consols, which 
are redeemable on or after 5th April, 1923, but only at 
the option of the Government, these securities must be 
redeemed on fixed dates, or, in the case of the Victory 
Bonds, by annual drawings. The methods of transfeiring 
British Government securities are described in Chapter II. 

Colonial Government Securities, comprising loans to 
almost every Colonial Government, are domiciled at the 
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Bank of England and other banks, and are transferable 
mainly by inscription, though, in some cases, they are 
transferable by a special form of deed, and, in others, are 
represented by bonds to beaier. Securities issued by the 
Crown Colonies are in the form of stock and bonds to 
bearer. The stock is transferable by inscription in books 
kept at the City Office of the Crown Agents for the Colonies. 

Foreign Government Securities are almost invariably 
represented by Bonds payable to bearer, and are not, there- 
fore, inscribed in any register 

Corporation and County Stocks of the United Kingdom 
are principally inscribed in the books of the Bank of 
England or one of the leading Banks, or are transferable 
by deed. 

Colonial and Foreign Corporation Securities frequently 
take the form of bonds to bearer, though some few are 
inscribed or registered. 

British and Irish Railway Capitac is represented almost 
entirely by Stock, and is registered in the books of the 
companies. Many railway companies have also issued 
Debenture Stock, which is likewise registered. 

American Railroad Stocks and Shares are registered, but 
are transferable by endorsement of the certificate, and, in 
practice, pass from hand to hand like a security to bearer. 
The bonds issued by these companies are usually to bearer 
with right to registration, but are dealt in here as bearer 
bonds. 

British Bank Capital is always registered, and generally 
not fully paid up. There is also a reserve liability on 
nearly all Bank Shares, 2^, a certain amount which can 
only be called up in the event of liquidation There has 
lately been a tendency, however, when issuing new shares, 
to call up the full amount. 

Commercial and Industrial Companies. — The share 
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capital of these companies is nearly always in the form of 
registered shares, and the borrowing powers are exercised 
in the form of debenture stock or bonds — also registered. 

Insurance Companies' Shares are registered, and there is 
usually a large uncalled liability on them. There has lately 
been a tendency, however, as in the case of banks, when 
issuing new shares, to call up the full amount. 

Mining Shares are, as a rule, registered in the books of 
the companies, and, where the registered office of the com- 
pany IS outside Great Britain, a special register is some- 
times kept for British shareholders. 

There is only one settlement each month for Consols, 
and it is called the Consols settlement ; but dealings m the 
stocks of council and municipal corporations and Indian 
loans are settled on that date 

Colonial and foreign stocks dealt in for the account are 
settled monthly on the day set apart for foreign settle- 
ments. 

Other classes of securities are settled twice a month, the 
period of each account being 14, or 15, or occasionally 19 
days, according to circumstances. 

Four days are occupied in the settlement, the first being 
contango-day for mining shares, the second contango- 
day for general securities, the third ticket-day, and the 
fourth account-day, settling-day, or pay-day 

Stock may be bought and sold “ for money or cash " or 
“for the account,” but dealings for money or cash must be 
declared as such at the time of the bargain (see, however, 
note on page 227). 

Nearly all the principal stocks have a short name on the 
Stock Exchange. The Consolidated Stock of Great 
Britain is called “ Consols ” for short ; and the Railway 
Stocks have short names derived either from the name of 
the railway or one of the prominent towns on its system. 
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Westerns 
Easterns 
Souths, or ■> 
Southerns J 
British 
Caleys 
Mets. 
Districts 
Brums (Bir-) 
minghams) 
Leeds 

Potts (The ] 
Potteiies i 
Berwicks 
Dovers 
Chats. (Chat-' 
hams) 
Yorks 
Sheffs. or 
Sheffields 
Brightens 


= Great Western Railway Ordinary Stock. 

= Great Eastern Railway Ordinary Stock. 

. = London and South-Western Railway Ordinary Stock. 

= North Biitish Railway Ordinary Stock. 

= Caledonian Railway Ordinary Stock. 

= Metropolitan Railway Ordinary Stock. 

= Metropolitan Distiict Railway Ordinary Stock. 

■ = London and North-Westein Railway Ordinary Stock. 
= Lancashire and Yorkshire Railway Oidinary Stock. 
>■= North Staffordshire Railway Ordinary Stock. 

= North-Eastern Railway Consolidated Stock. 

= South-Eastern Railway Ordinary Stock. 

I fLondon, Chatham and Dover Railway Ordinary 
I \ Stock. 

= Great Noithein Railway Ordinary Stock 
I = Great Central Railway Oidinary Stock 

= London, Brighton, and South Coast Railway Ordi- 
nary Stock 


Deferred Stocks of these Railway Companies generally 
take the form of a girl’s name, beginning with the initial 
letter of the Ordinary Stock short name. 


Berthas, or 1 
Brighton A./ 
Coras 

Doras, or 1 
Dover A. / 
Noras 
Saras 


^("London, Brighton, and South Coast Railway De- 
1 ferred Stock. 

= Caledonian Railway Deferred Stock. 

= South-Eastern Railway Deferred Stock. 

= Great Northern Railway Deferred Stock. 

= Great Central Railway Deferred Stock 


The initial letters of some or all of the long names form 
appropriate short names for a few Stocks and Shares, as — 

Bags = Buenos Ayres Great Southern Railway Stock 

Bats = British- American Tobacco Ordinary Shares. 

Curs = Central Uraguay Railway of Montevideo Stock. 

Gips = Great Indian Peninsula Railway Stock. 
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Other short 
following- . — 

Cantabs = 

Cats = 

Haddocks = 

Kangaroos = 

Kittens = 

Rags = 

Sags = 

Sammies = 

Slubbers = 

“ U ” Boats = 


names are m use, among which are 


Imperial Tobacco Company of Canada 
British South Afiica or Charteied Company. 
Great Noith of Scotland Railway. 

British Tobacco Company (Austialia) 
Anglo-Persian Oil Prefeience Shares, 

Gold Fields Rhodesian Development. 
Consolidated Gold Fields of South Africa. 
Scottish-American Oil and Transport. 
British Cotton and Wool Dyers. 

United British Oilfields of Trinidad. 



CHAPTER VII 

SECURITIES WHICH MAY BE DEALT IN ON THE STOCK 
EXCHANGE (a) 

A VERY onerous duty devolving upon the general pur- 
poses committee is the admission of new securities to a 
settlement on the Stock Exchange. This admission is of 
great importance to new companies or authorities desiring 
a new loan Shares or securities which are not bought 
and sold on the London Stock Exchange, or one of the 
provincial Stock Exchanges, are not readily disposed of, 
and their price is consequently lower than if they were 
quoted in the official list 

Before the committee will grant a special settling-day 
for any new security, certain rules must be complied with ; 
and the first settlement must be on a special day fixed by 
the committee, all subsequent settlements taking place on 
the ordinary settling-day. 

The rule governing the appointment of a special settling- 
day for the scrip or bonds of a neiu loan is as follows — 

The secretary of the share and loan department shall give three 
days’ public notice of any application for a special settling-day in 

(a) Under tlie Temporary Regulations already referred to, before dealings 
can take place m any new issue, other than an issue of British Government 
securities, the special permission of the Committee of the Stock Exchange 
must be obtained. 
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the scrip (<5) or bonds of a new loan previously to its being sub- 
mitted to the committee, who will appoint a special settling-day 
provided that sufficient scrip or bonds are ready for delivery, and 
are in reasonable amounts. 

The rule as to allowing a special settlement in shares is 
as follows : — 

The secretary of the share and loan department shall give 
three days’ public notice of any application for a special settling- 
day in the shares or other Securities of a company previously to 
such application being submitted to the committee, who will 
appoint a special settling-day provided that sufficient certificates 
or scrip are ready for delivery 

The committee will not fix a special settling-day for bai gains 
in shares or securities issued to the vendors, credited as fully or 
partly paid, until six months after the date fixed for the special 
settlement in the shares or securities of the same class subscribed 
for by the public, but this does not necessarily apply to re-organiza- 
tions or amalgamations of existing companies, or to cases where 
no public shares are issued, or to cases where the vendors take 
the whole of the shares issued for cash. 

Applications for a special settlement must be accom- 
panied by certain documents. 

A special settling-day having been appointed, further 
regulations have to be complied with, and further parti- 
culars supplied, before a quotation in the official list 
is granted. 

The rules as to granting official quotations are as 
follows : — 

The committee may order the quotation in the official list of 
any security of sufficient magnitude and importance. 

(b) Scrip IS a provisional certificate (usually “to bearer”) issued upon pay- 
ment of the first instalment of a loan, the bond or definitive certificate being 
issued, only after the last instalment has been paid, 
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Applications for quotation must be made to the secretary of 
the share and loan department and must comply with such con- 
ditions and requirements as may be ordered from time to time by 
the committee, except in cases where the committee may deter- 
mine to waive one or more of such conditions or requirements. 

Three days’ public notice must be given of every application. 

A broker, a member of the Stock Exchange, must be authorized 
to give the committee full information as to the security and to 
furnish them with all particulars they may requiie. 

Securities issued to vendors, credited as fully or paitly paid, 
shall not be quoted until six months after the date fixed for the 
special settlement of the securities of the same class subscribed 
for by the public, nor unless a quotation for the latter is also 
granted. 

The following conditions are precedent to an application 
for an official quotation — 

I That the Prospectus — 

Shall have been publicly advertised ^ 

Agrees substantially with the Act of Parliament or articles 
of association , 

Provides for the issue of not less than one-half of the 
authorized capital and for the payment of 10 per cent, 
upon the amount subscribed ; 

If offering Debentures or Debenture Stock states fully the 
terms of redemption ; 

If offering Debentures states whether they are to Bearer or 
Registered ; 

In cases where a company has sold an issue of Capital or 
Debentures or Debenture Stock, which is subsequently 
offered for public subscription either by the company or 
any subsequent purchaser, states the authority for the 
issue and all material conditions of sale. 

2. That two-thirds of the amount proposed to be issued of any 
class of shares or securities, whether such issue be the 
whole or a part of the authorized amount, shall have been 
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applied for by and unconditionally allotted to the public, 
shares or securities granted in lieu of money payments 
not being considered to form a part of such public allot- 
ment. 

3 That the articles of association, and the trust deed where 
such is required, contain certain specified provisions. 

4. That the certificate or bond is in the form approved 

When a bargain is made in the Stock Exchange, it may, if 
it refer to securities in the official list, be recorded or regis- 
tered on a board kept for that purpose in the “ house ” (<:) , 
and the record of the prices of such securities are "taped” 
all over the country, or copied into the many editions of 
morning and evening newspapers. The public are thus 
enabled to see the course of business in the shares and 
acquaint themselves with the present value of each ; and it 
is the object of every company desiring a good market for 
its shares to secure permission for their quotation in the 
official list. 

It would be impossible for the committee to attempt to 
adjudicate upon the soundness of every new undertaking, 
and they are not concerned in the reasonableness or other- 
wise of the pui chase price paid to the vendors ; their rules 

{c) The Temporal y Regulations already referred to provide that — 

(1) A broker shall be responsible foi the mai king without delay of all 
bargains of over £100 value done by him, whether in quoted or 
unquoted secunties 

(2) A broker making a sale of securities whether of over or under ;^100 
in value must fully satisfy himself and be responsible that the person 
for or on whose behalf the sale is made is the holder of all the 
securities sold. 

(3) Bargains marked will be officially recorded unless specially ordered 
otherwise by the committee. 

(4) Bargains in unquoted securities issued prior to the 4th Januaiy, 
1915, in which no previous bargain has been recorded since that date, 
will not be recorded without the special permission of the committee. 

fS) Bargains between dealers need not be maiked. 
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are directed to prevent the promoters using the machinery 
of the Stock Exchange to deceive the public by making 
a fictitious inflation of prices look like a public demand for 
shares, where it is really only a “ cornering 

Promoters have been known to issue a prospectus setting 
forth that the shares in a company are offered for public 
subsciiption, but have themselves sent in applications for 
large numbers of them, either in fictitious names or in the 
names of their own nominees, and with the result that 
most of the shares were allotted to them. Having pro- 
cured the necessary special settling-day for their shares, 
they next gave orders, through the medium of their 
nominees, to brokers to purchase large parcels of these 
shares. The jobbers who sold the shares soon found that 
there was really only one source from which they could 
buy. The promoters had allotted to themselves nearly the 
whole of the shares, and had then bought through the 
Stock Exchange more than there were in the market, 
lelying on the rule of the Stock Exchange that a member 
must carry out his bargain They expected to see the 
buying-in rule brought into force and knew that only they 
could supply the shaies, therefore they determined to ask 
a very high price. Obviously, this would be setting in 
motion the rules of the “house,” not for the purpose of 
protecting the public, but for the benefit of a set of schemers 
who deserve the consideration of no man ; and the com- 
mittee have, in such cases, suspended the buying-in rule, 
and withheld or revoked permission for an official quotation. 
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DEFAULT ON THE STOCK EXCHANGE {a) 

“ A MEMBER unable to fulfil his engagements shall be 
publicly declared a defaulter by direction of the chair- 
man, deputy-chairman, or any two members of the com- 
mittee, and thereby ceases to be a member/' 

This rule refers to members unable to fulfil engagements 
on the Stock Exchange ; but a further rule provides that, 
if a member is not in default in respect of his Stock 
Exchange engagements, but has been made a bankrupt or 
been proved to be insolvent, he ceases to be a member. 

If a member privately intimates to another his inability 
to fulfil his engagements, that other must not make any 
compromise with him, but immediately communicate with 
the chairman, deputy-chairman, or two members of the 
general purposes committee in order that the member may 
be immediately declared a defaulter 
' There seems to be a general recognition that a man 
who is not solvent, or who cannot at the moment fulfil his 

(a) Under a rule adopted m consequence of the war, the committee may, 
until SIX months after the “conclusion” of the War, suspend the principal 
default rules, and direct that the “position and affairs” of a member who 
shall not promptly meet his engagements on the Stock Exchange as they 
fall due shall be placed in liqmdation and his estate wound-up by the official 
assignees under the supervision and directions of a committee of the creditors. 
Noti(?e of liquidation may be posted m the Stock Exchange, but shall not be 
communicated to the press as is done ih the case of default. 
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engagements on the Stock Exchange, should be inamedi- 
ately debarred from making further bargains, and, although 
the rules may occasionally bear very hardly, any departure 
from them must weaken the Stock Exchange members as 
a body. 

When a defaulter is declared, he is said to be “ham- 
mered ; ” an uniformed official of the house striking a 
desk with a hammer and calling out the name of the 
defaulting member. We have seen that the settlement of 
differences, where the ticket passes, is governed by ticket 
price , and, where the security is dealt with in the clearing 
or settling department, the governing price is the “ making- 
up price,” and, when we come to deal with a member 
failing at a period between settling-days, we require 
another price at which differences must be settled. The 
defaulter’s estate will be liable for differences as though 
settlement of these took place on the day of his default, 
and members who would have owed to the defaulter any- 
thing by way of difference if settlement had been effected 
on that date must pay same to his estate. The fact of 
the defaulter being but one link in a chain of many con- 
cerned m one transaction will not release the others. 
Bargains must be fulfilled, but, as to the defaulter, his 
liabilities and assets by way of differences will be settled 
according to the prices ruling on the date of his default 

The general purposes committee appoint official assignees 
whose duties are analogous to that of a trustee in bank- 
ruptcy. The official assignees ascertain the prices current 
in the market immediately before the declaration of default 
of all those securities in which the defaulter has dealings. 
These prices govern the settlement of the differences account, 
and are called the “hammer” prices. In an ordinary 
business, the failure of a person to carry out his contract 
would not entitle a trustee to any difference which would 
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have been obtainable on its being carried out. The trustee 
could elect to carry it through or not, but he could not 
claim a differ ence merely. On the Stock Exchange, how- 
ever, these differences must be settled m case of any failure 
The fund created by the collection of differences due to the 
estate of the defaulter is kept quite distinct from all other 
funds, and the differences due by the defaulter are a first 
charge on this fund. Differences are as far as possible 
paid out of differences Should there be a balance of this 
account in favour of the defaulter, this balance is carried 
to the general fund. 

If any members have delivered to the defaulter, on the 
day of “hammering,” any securities for which they have 
not been paid, the assets derived from these securities 
must be paid to them pro rata. They are preferential 
creditors only if the securities were handed to the defaulter 
on the day of default, and if the estate is wound-up by the 
official assignee and not by a trustee in bankruptcy. 

The official assignees will collect the balance at the 
bankers, but, if the defaulter be a broker and any part of 
the bank balance represent money paid to the broker for 
investment and not yet invested, the official assignees 
will pay such sum back to the client in full Legally, 
the broker was the agent of the client, and, pending its 
investment, the money was the legal property of the client 
although not in his physical possession. 

Other items which the official assignees may secure 
would be bonds and other securities, with the addition 
of the sums guaranteed by the sureties of any defaulting 
member of less than four years’ standing. And, where 
other members have made loans to the defaulter on the 
deposit of securities, they must realize the securities within 
three days or take them at a price fixed by the official 
assignees, and pay any balance to them 
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, It may happen that the defaulter has had dealings of a 
nature not recognized by the rules of the Stock Exchange, 
and, although the official assignees may admit claims 
arising therefrom upon the estate, they will first settle all 
other claims in full. On the other hand, they will immedi- 
ately claim anything due to the estate arising from such 
transactions 

Where the defaulter is a jobber, there is no difficulty 
in making a settlement, as all the dealings would have 
been with brokers or other jobbers, and all are amenable 
to the rules of the Stock Exchange Wheie, however, the 
defaulter is a broker, his clients or principals will be 
affected by the failure, and may not altogether agree to 
be bound by these rules. The contract is legally one 
between the client and the jobber through the intermediary 
of the agent or broker, and the failure of the broker does 
not affect the legal position of the two principals (client 
and jobber). The client may, not later than settling-day, 
ask the official assignees to place him in communication 
with the jobber, and he may then insist upon the latter 
carrying out the bargain ; or he may employ another 
broker to complete it(^). If it were a bargain to sell 
to the client, the jobber must deliver the securities, or 
the client may elect to engage another broker to complete 
the transaction. And the jobber may compel the client 
of the broker to complete, notwithstanding the failure of 
the broker. It may seem that the jobber’s claim upon the 
defaulting brokers’ estate for differences and his settlement 
with the official assignees, would debar him from claiming 
against a client ; but this is not so, the differences account 
being a purely Stock Exchange rule, and not affecting the 
public in any way. 

The official assignees have to provide sureties from 

{d) Duncan v. Dill, L R. 8 Ex p, 243. 


M.M.B. 


T 
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among the Stock Exchange members, and have to prepare 
a statement to be furnished to the committee once a month. 
The receipts and payments on account of all estates of 
defaulters are passed through a special banking account m 
the names of the joint official assignees, and the com- 
mittee may order any balance to be paid over to the 
account of the Stock Exchange Benevolent Fund, subject 
to recall by the committee for distribution amongst the 
creditors of the estates. A further statement of all sums 
so paid over, and of the amount remaining in the hands of 
the trustees of the Stock Exchange Benevolent Fund on 
December 31st of each year, is deposited in the committee 
room and open to the inspection of all members of the 
Stock Exchange; and on March ist the assignees lay 
before the committee a complete statement of dividends 
paid on each defaulter’s estate during the past year. 
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„ statement (Marine Insurance), 170 

Backwardation, 251 
Bankers’ Clearing House, 45 
Banking accounts, current, 41 
„ „ deposit, 41 

„ „ opening, 41, 42 
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>j forgery, 29 

„ „ form of, 18 

„ „ finance, 36 

„ 5, holder in due course, 23 

, „ indorsement in blank, 24 

„ „ inland, 19 

„ „ liabilities of the parties, 24 
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Dividends, 215 
Dock company’s lien, 70 
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Ejusdem generis^ 126 
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Estate Duty Insurance, 186 
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Fine goods, 74 
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„ „ (Life Insuiance), 180 


Implied wari-anties, 142 
Import trade, 79 
Indent, 75 

Industrial Shares, 261 
Insurance companies, 117 
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Leman’s Act, 253 
Letter of hypothecation, 76 
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Making-up price, 271 
Managers, 229 
Markets, 230 
Mate’s receipt, 71 
Membership, 229 
Memorandum, 137 129 
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Re-insurance, 180 
Removal, 200 
Renewal premiums, 197 
Rent, 201 

Return of premium, 148 
Reversionary bonus system, 186 
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Specification (customs), 72 
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„ „ (Stock Exchange), 227 

Stock, 218 

Stock receipt, 224 
Stranding and grounding, 133 
Sue and labour clause, 126 
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Tail series, 132 
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„ day, or name day, 238 

„ splitting, 251 

Time policies on ships, 149 
Total losses, actual, 155 
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Transfers, 222 

U S.A coinage, 3 

Voyage policies on ship, 150 
» » » cargo, 152 
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Waiver clause, 126 
Warranted to sail, 135 
Warranties and representations, 142 
Whole life insurance, 176 
With and without profits, 182, 184 


THE END. 



